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WORLD  NEWS 

Thai  candidate  for 
WTO  post  wins  key 
European  support 

Supachai  Panitchpakdf, 

Thailand’s  deputy  prime  minister, 
appeared  to  have  achieved  a 
decisive  lead  in  the  race  to  head 
the  Wald  Trade  Organisation, 
after  all  European  Union  mem- 
bers except  Sweden  swung 
behind  his  candidacy.  Page  1& 
International  Trade,  Page  6 

Pledge  after  bsmel  fine 
France  and  Italy  pledged  to 
tighten  security  in  large  European 
road  tunnels  and  press  for  more 
freight  to  go  by  rail,  after  last 
week’s  fetal  fire  in  the  Mont 
Blanc  tunnel,  which  killed  at  (east 
40  people.  Europe,  Page  3 

TunnoO  over  Otriedo 
Paraguay’s  former  military 
strongman  Lino  Oviedo  was 
under  arrest  in  Argentina  yester- 
day as  the  fell-out  from  his  politi- 
cal connections  reverberated  at 
home.  Americas,  Page  8; 
EcfitorfeH  Comment,  Page  17 

Farm  refonns ‘blow1  for  Empe 
A dilution  of  farm  aid  reforms  by 
European  Union  government 
heads  wifi  reduce  the  Union's 
negotiating  strength  in  talks  to 
' liberalise  world  trade,  the  Euro-  '' 
pean  Commission  said.  Europe,. 
Pages 

Pinochet  freedom  move  on  bold  ■ 

The  High  Court  in  London  ruled 
that  fresh  legal  challenges  aimed  | 
at  freeing  General  Augusta. Pinor 
chat  must  watt  until  Jack  Shaw, 
the  British  home  secretary,  has  - 
decided  whether  to  renew  gov- 
ernment approval  of  Spain's  - - 
extradition  request  Americas, 
Page  8 

Gloom  over  tester  peace  talks  - 

Gloom  hung  over  the  Northern 
. Ireland  talks  as  parties  switched, 
their  thoughts  to  the  possible 
collapse  of  the  peace  agreement 
reached  a year  ago  this  week.  - 
Britain,  Paige  10 

BJ  Industrial  subsidies -at  €37 Jbn 
; Subsidies'  gfVeh  to  manufacturing 
industry  ft  the  European  Union 
between  1 995/97  amounted  to 
an  annual  average  of  €37.7bn. 
Europe,. Page  3 

IMF  criticises  Bank  of  England 
The  Bank  of  England  - the  UK 
central  bank  - should  carry  a 
more  realistic  and  explicit  discus- 
sion of  the  likely  path  for  interest 
rates  In  Bs  quarterly  inflation 
report,  according  to  the  Interna- 
tional Monetary  Fund.  Britain, 

Page  11 

Japan  tackles  over-production 
The  Japanese  government  has 
set  up  an  advisory  panel  in  an 
attempt  to  grapple  with  excess 
production  capacity,  am  Id  the 
country's  worst  recession  in  the  j 
post-war  era.  Asia-Pacific, 

Page  4 

Quarantine  restrictions  to  stay 
The  UK  government  has  refused 
to  end  quarantine  restrictions  for 
domestic  animals  imported  into 
Britain  from  North  America 
because  of  the  prevalence  of 
rabies.  Britain,  Page  10  - . 

Marine  navigator  to  'plead  guflty 

A US  Marine  navigator  whose  Jet 
cut  a ski  gondola  cable  in  Italy 
last  year,  killing  20  people,  has 
agreed  to  plead  guilty  .to  obstruc- 
tion and  conspiracy  charges, 
according  to  a Marine  spokes- 
man. US,  Page  8 


BUSINESS  NEWS 

French  central  bank 
acts  over  three-way 
takeover  battle 

The  French  central  bank  issued  a 
highly  unusual  plea  for  Barque 
Nationals  de  Paris,  Soddfe  Gdn- 
6raie  and  Paribas,  the  protago- 
nists in  a three-way  hostile  take- 
over battle,  to  down  arms  and 
“establish  a dialogue".  Com- 
panies and  Markets,  Page  19; 
Ditching  to  falrplay.  Page  16 

BP  Amoco,  the  UK’s  biggest 
company,  confirmed  It  was  In 
takeover  talks  with  Atlantic  Rich- 
field, the  Los  Angeles- based  oil 
group  also  known  as  Arco.  Com- 
panies and  Markets,  Page  19; 
Lax,  Page  18;  Bigger,  biggest. 
Page  17;  Good  fit,  Page  22 

Big  insurance  companies  and 
brokers  ere  to  create  a global 
e-commerce  network  for  trading 
risks  among  themselves  in  a 
move  to  counter  a vicious 
squeeze  on  margins.  Page  18 

Alpha  Crwft  Bank,  Greece's 
leading  private  bank,  is  to  pay 
-Di276bn  ($91 2.4m)  for  a majority 
make  in  state-controlled  Ionian 
Bank  in  the  country’s  biggest  pri- 
vatisation sale.  European 
com  panies.  Page  20 

Mssan  Motor  has  net  debts  of 
$19.Sbn  - $2^bn  more  than  the 
Japanese  carmaker,  in  which 
Renault  plans  to  buy  a controlling 
stake,  had  disclosed.  Com- 
panies and  Markets,  Page  19 

6E  Capital  Services,  the  finance 
arm  of  US  conglomerate  General 
Electric,  « understood  to  be  fin- 
alising the  purchase  of  90  per 
cent  of  Bank  Bali,  one  of  Indon- 
esia’s largest  banks.  Asia-Pacific 
: companies,  Page  24 

Vteg’s  planned  merger  with  Swiss 
group  Alusulsse  Lonza  has  col- 
lapsed. The  German  conglomer- 
ate cited  disagreements  over 
terms.  Companies  and  Markets, 
Page  19;  Observer,  Page  17 . . 

Goldman  Sachs,  the  US-based  * 


I Primakov  to 
fly  to  Serbia 
in  bid  to  end 
hostilities 


By  Andrew  Jack  In  Moscow, 

Guy  Dtanore  in  Belgrade, 
amt  Nefl  Buckley  in  Brussels 

Yevgeny  Primakov,  the  Russian 
prime  minister,  is  to  have  talks 
in  Belgrade  today  with  Slobodan 
Milosevic,  the  Yugoslav  presi- 
dent, in  an  effort  to  halt  the  hos- 
tilities In  Yugoslavia. 

Mr  Primakov,  grwwnpantpa  by 
his  defence  and  foreign  ministers, 
is  set  to  fly  to  Belgrade  this 
morning  and  Is  then  expected  to 
go  to  Bonn,  for  talks  with 
Gerhard  Schroder,  the  German 
chancellor. 

The  Russian  move  follows 
Moscow's  strongest  condemna- 
tions yet  of  the  Nalo  air  strikes. 
Igor  Ivanov,  foreign  minister, 
called  the  bombing  a “humanitar- 
ian catastrophe”  and  “an  act  of 
barbarism",  and  rejected  sugges- 
tions that  Kosovar  Albanians 
were,  the  victims  of  genocide. 

.Nkto  forces  launched  a sixth 
successive  night  of  air  strikes 
against  targets  in  Yugoslavia 
amid  reports  of  thousands  of  ref- 
ugees streaming  across  the  bor- 
ders from  KOSOVO  into  neighbour. 

ing  Albania  and  the  Yugoslav 
republic  of  Montenegro. 

" Dmitry  Yakushkin,  spokesman' 
for  Russian  president  Boris  Yelt- 
sin, said  the  aim  of  Mr  Prima- 
kov’s mission  was  “to  coordinate 
steps  [with  Milosevic]  which 
could  help  find  a political  solu- 
tion to  the  conflict  which  has 
emerged  because  of  Nato’s  mili- 
tary action".  ■ 


investment  bank; Set  to  become  a j.  jtalyjnd  Turkey  welcomed  the' 


public  company,  has  acquired  a 
22  per  cent  stake  In  Wit  Capita!; 
an  investment  bank  specialising 
In  IPOs  over  the  internet 
US  companies.  Page  22 

Computer  Associates,  the  US 
software  group,  announced  the 
biggest  merger  in  the  history  of 
the  software  industry  by  agreeing 
a $3.5bn  takeover  of  rival  Plati- 
num Technology.  Companies 
and  Markets,  Page  19 

Sweden  aid  Norway  were 
understood  to  be  finalising  the 
proposed  merger  of  Telia  and 
Telenor,  their  respective  state-run 
telephone  companies.  European 
companies,  Page  20 

Eastman  Kodak  again  signalled 
that  rts  earnings  revival  was 
progressing  slowly. 

US  companies.  Page  22 

Enerais  shareholders  will  today 
vote  for  a second  time  on  clear- 
ing toe  way  fix’  a $l.45bn  bid  for 
control  of  Chile's  largest  electric- 
ity generator  by  Endesa,  the 
Spanish  utilities  group.  Inter: 
national  companies,  Page  23 

Euro  Prices 

A camprehandw  stetWIcatBuicte  tote 
euro  currency  awe,  covering  foreign 
exchange,  bond  and  «qu|lf  martete. 

page  27 


Primakov  mission  and  France 
; said  President  Jacques  Chirac 
had  asked  Mr  Primakov  to  inter- 
vene. 

Russia  ia  a member  of  the  Con- 
tact Group  on  Yugoslavia,  but  Mr 
Ivanov  said  there  was  little 
i chance  of  a meeting  of  the  Ghoup, 
as  demanded  by  Moscow,  with 
the  other  members  - France, 
Italy,  Britain,  Germany  and  the 
US  - all  involved  in  Nalo  spikes. 

Britain  called  yesterday  for 


intensified  Nato  air  strikes  but 
ruled  out  using  ground  troops  to 
protect  Kosovar  Albanians. 

Tony  Blair,  the  British  prime 
minister,  said:  “For  every  act  of 
barbarity,  every  slaughter  of  the 
Innocent,  Milosevic  must  be 
made  to  pay  a higher  and  higher 
price."  ■ 

In  an  interview  broadcast  to 
the  Balkans  in  several  languages 
Mr  Blair  said  there  would  be 
“absolutely  no  let  up  whatever, 
until  we  have  forced  him  to  stop 
carrying  out  these  barbaric  atroc- 
ities against  innocent  civilians".  Russian  pri 

Nato  said  on  Monday  that  five  ~a~m 
prominent  Kosovar  Albanians,  I 1%/ 
including  Fehml  Aganl,  a mem-  1 j y- 
ber  of  the  delegation  to  the 
recent  abortive  peace  talks  in  - 

France,  had  been  “executed";  /W 

Witness  reports  from  Pristina, 
the  Kosovo  capital,  said  Mr  m 

Agani  had  been  seen  fleeing  the 
city  yesterday  morning.  How-  Mr\Qr* 
ever.  Air  Commodore  David  v uou 
WDby,  Nato  military  spokesman,  . . _ 
said  it  had  been  reliably  reported  Jo“1  ™ 
that  Mr  Agani,  Baton  Haxhiu,  _ , 
editor-in-chief  of  the  main  gos-  “*e  Inten 
ovo  Albanian  newspaper  and  yesterday 
three  others  had  been  executed  ^ussian  8 
on  Sunday.  •;  ing  as  m 

He  said  the  Mibnga  took  place  ■ 

after  the  men  had  attended  the  b 

funeral  of  Bajram  Kelmendi,  a . .ou 
lawyer,  who  was  shot  by  Serb  31Jea^n, 
police  along  with  his  two  sons  on 

the  first  night  of  Nato  strikes  last 

Wednesday.--.  ^ 

Refugee  agencies  yesterday 
reported  tens  of -tbongsads  of> 
people  fleeing  Kosovo  to  Albania, 

Montenegro  and  Macedonia  as  ",  JT 
Serb  military  and  paramilitary  ^ hflV 
attacks  on  ethnic  Albanians  ™ 
intensified.  !*B011-  m 


Rwata  ixtm  mfewtw  Ysvgafty  Priradkov  (MQ  and  Off  diet  Mfchel  CamdMMs  In  Moscow  yesterday  PHukAP 

IMF  promises  Russia  up  to 
$4.8bn  worth  of  new  loans 

Moscow  hails  outline  agreement  to  prevent  bankruptcy 


By  John  TbontftS  in  Moscow. 


• strong  consensus  in  support  of  changed  In  the  past  week,  proba- 


— — . — ■ — 1 — ,■  thin  government." 

The  International  Monetary. Fund  However,  details  of  the  new 

yesterday  threw  a lifeline  fo  the  ’^pitigrsuiune  .still  have  to  be 
Russian  government  by  proxms--  //worked-  out  by  the  JMF  mission 
ing  as  much  as  $43hn  in  new.  and  then  approved.by  the  fund's 
loans  to  prevent  the -threat  of  boartL  Russian  oftfciaTs  said  the 
national  bankruptcy.  - government  likely  to -receive 

The  outline  agreement  was  $48bn  in  four  trendies  starting 
hailed  in  Moscow  as  a personal  , at  the  card  of  AgftgL- 
triumph , for  Yevgeny  Primakov,  '•  Tile  04F,  vdhdhprevfotffily  had 
Russian  prime  minister  and  pos-  criticised'  !the-  IsctAbws  of  the 


Nato  said  it  had  shifted  the 
focus  of  its  air  attacks  to  Yugo- 
slav ground  forces,  and  would 
make  “every  effort  possible"  to 
end  the  humanitarian  disaster 
unfolding  in  Kosovo. 


Kosovo  crisis,  Page  2 


Olivetti  raises  offer 
for  Telecom  Italia 
to  a ‘final’  €60.4bn 


stole  presidential  contender,  who 
had  spent  many  hours  cajoling 
Michel  Camdessus,  the 'IMF’s 
managing  directed  to  help  Russia 
overcome  its~devas€ating  finan- 
cial crids.  • 

"We  have  agreed  about  co-oper- 
ation," Mr  Primakov  said.  “We 
have  agreed  that  we  will  be 
granted  a new  credit  and  that 
next  week  a full-scale  mission 
from  the  fund  will  come  to 
Moscow  to  complete  work  on  this 
agreement.”  • 

Following  a whirlwind  series  of 
meetings  in  Moscow  over  the 
past  three  days  with  Russian 
ministers,  parliamentary  leaders 
and  even  the  head  of  the  Russian 
Orthodox  Church.  Mr  Camdessus 
said:  "I  understand  there  is  a 


.Russian , govennnunt^^economic 
policies,  gqppeared  to  have  soft- 
ened its  negotiating  stance,  t 
dropping  It&4raasteaee-  that  the 
government  target  a primary 
budget  surplus  <before  interest 
rates)  of  3.5  per  cent  of  gross 
domestic  product  this  year. 

A Joint  communtqufe  stated: 
“The  parties  have  agreed  on  a 
primary  budget  surplus  of  2 per 
cent  of  GDP  to  be  realised  in  1999 
and  most  of  the  measures  needed 
to  achieve  it." 

Augusto  Lopez-Claros,  an  econ- 
omist at  Lehman  Brothers  and 
the  former  IMF  representative  in 
Moscow,  said  yesterday’s  agree- 
ment could  not  yet  be  considered 
a “done  deal",  but  tlze -dynamics 
of  the  negotiations  had  dearly 


bly  as  a result  of  the  conflict  in 
Yugoslavia. 

“I  think  the  fond  and  the  G7 
must  have  made  a calculation 
that  it  is  much  better  to  have 
Russia  on  board  with  a new  IMF 
programme  than  for  the  discus- 
sions to  drag  on."  he  said.  “The 
risk  was  that  with  the  Kosovo 
crisis  distracting  people’s  atten- 
tion the  two  sides  would  have 
diverged.'1 

Almost  all  the  IMF  ftmds  will 
be  used  to  repay  Russia’s  debts  to 
the  fund  which  fell  due  this  year. 
However,  the  dad  is  critical  for 
preserving  Russia’s  reputation  in 
international  financial  markets 
and  will  unlock  an  additional 
$2hn  to  $2£bn  in  cadi  from  die 
World  Bank,  Japan  and  other 
international  credit  agencies. 

It  will  also  enable  Russia  to 
start  talks  with  the  Paris  Chib  of 
sovereign  creditors  and  the  Lon- 
don Club  of  commercial  creditors 
about  restructuring  Sl50bn  of 
external  debts. 

Mr  Primakov’s  success  with 
the  IMF  is  likely  to  boost  his 
political  prestige  and  further 
eclipse  President  Boris  Yeltsin's. 
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By  Paid  Batts  la  Rfitan  sad  bum  as  “ extremely  Serious"  in 

Vtecent  Boland  In  London  that  it  woi^ld  triple  the  compa- 

; : ny*8  indebtedness;  : 

Olivetti  last  night  raised  the  Telecom  Italia  shareholders 
stakes  in  Europe's  largest  take-  have  been  called  to  vote  on  me 
over  battle  by  increasing-  its  buyback  and  a proposed  savings 
hostile  bid  for  Telecom  Italia  by  shares  conversion,  part  of  the 
15  par  cent  to  €60.tim  ($66-4bn).  board’s  bid  defence,  at  a meeting 
However,  Roberto  Colaninno,  on  April  ia  This  wDl  be  followed 
Olivetti’s  chief  executive,  warned  by  a second  meeting  before.fiie 
that  the  new  offer  would  be  with-  end  of  April  to  approve  the  aagd- 
drawn  if  Telecom  Italia  share-  sltion  of  the  remaining  TIM 
holders  approved  the  privatised  shares.  - 
telecommunications  group's  Apart  from  the  15  .per  edit 
defence  strategy  next  week.  price  Increase,  the  structure  .of 
Olivetti  raised  its  original  €10  a the  sweetened  Obvetti  todjls  toe , , 
share  offer  to  €11^.  “This  is  our  same  the  original 
final  price,”  Mr  Colaninno  said,  launched  last  month.'  Oficetti-IS 
The  - move  had  been  expected  offering  €1L5  In  cash,  bands  .and 
after  the  tfilecoms  and  infexma-  shares  in  its  Tecnoet  snbsi^inry 
tion  technology  group  secured  for  all  outstanding  Telecoah  W - 
loan  commitments  from  a group  common  voting  shares.  ^ -4% 
of  international  banks  of  more  Under  the  new  terms,  Telecom 
than  €28bn  to  help  fund  the  bid  Italia  shareholders  would  receive 
last  Friday.  • • €R92  in  cash,  €290  In  bands  gnd 

Olivetti  was  also  responding  to  €1.68  in  Tecnost  shares.--:  Tim 
market  demands  for  a higher  highor  offer,  totalling  j€$£.4bu. 
offer  price,  plus  Telecom  Italia’s  would  be  financed  as  -^>^ows: 
decision  on  Satnrday  to  launtto  a €2lba  from  the  new  b^tpeein, 
€225tm  cash  offer  for  all  the  out-  €i2bn  through  a Tecnoj^^aprS 
standing  shares  in  its  Teteomn  increase  subscribed  by  .Cp^rettt, 
Italia  Mobile  {TDD  cellular  phone  €3.4m  from  a bond’  -feme-  sub- 
unit It  does  not  already  own.  scribed  by  a group  of  banks,  a 
Telecom  Kalla  is  tomorrow  plan-  further  €15  Jbn  from  a new  bond 
wing  to  seek  up  to  €25bn  in  the  issue  with  a variabteiifterast 
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O THE  FINANCIAL  TIMES  LIMITED  1999 33,869^ 
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syndicated  loan  market  to 
finance  the  buyback.  - ' - 

Tdeccan  Italia’s  cash  offer  for 
TIM  was  described  by  Mr  Colan- 


rate,  and  €8^bn  from 
new  Tecnost  Shares. 

Lax,  P«pi  18 


Tb»-  new  muomenl 

L.XJ.C 

Bar  to  a pnxnl  warlmiakinf!  isulithai 


■- -'aRMUBtai  m issooteumteM  m<u» 

Sf1"  japan  Jm.7S  nrapa  ■ acaaDiei  Jt» 

, - — KMSOO  M • RKULTSO  ater  ■ «taJ» 
- --  DKrtaoo  latte  Ul^SteSAfcte  : RW 


CONTENTS 


MnA  B03100  Utete 

! mmd  FWOSSOfEZiq  UtM 
' DM  H=rt«0f«2.i3]  ism* 
gw  - £085  ■■BOB 

a*,,  DM*  tetete 

- - - R380  norm 


LSI  .00  Spte 
UFX5D0  W** 

lunotezm 
- nwn  site 
H4J0iE£.iq  tmm 
hoibloo  we 


WorU  Kbwk  The  Americas  B, 
International  5 , Asia  Pacffic  4 
* SS  Trade  6i  UK  10.11 

, "1 u * 


Companies  & FtoamKnS 
Europe  2Q , The  Araerl^ 
Asia  Padflc  24.,  Inten^^ 


■* 


TwrtirnVmi  litnwte  d—  rnilirt  ~ 

ttete—nt  v 1JrtBli' 

Itanbar  Om tehnk BritW. 

Tat;  +44  rn  8734200  . BBC  *4*1TI  173  3» 
MtFlEXnMFTM 


Europe*!  News  2,3 

UK  25,  --f. 

Manageowit  la 

Capital  Matets  28 

Comment  & Areriyste  16,17  - 

Wbrld  Slock  Markets; 

RM  contents  and  Us  back  page  . 

nH-auUMir  ■»!  Hanoi  ppn+alnl  bt  Uupai.1 
b pdlid  Li£  - teat  lor  Lnoio-l  Uafanl  ■ 

M tritar  to  ihr  cnnpanr  UmnJrr.  Srtimp  lbi« 
finprolitiTr  off  to  H*  lint  tdioiir.  Ito  I J J. 
■m"«  wHi-  i.  imduml  ra  linulnl  .-im  of 
IMOin  irtkm  jnU.  luwinM.  »hit*<  iriMaml 
gtellnam.  R rL  1UISU),  AtnUUr  al  tsidui^ 
mi  rl-ftiiilai,  mitUwIr.  Londwi'.  Lkngaid 
.BoolKjor.  H W Bnnd  TUrrL  TrL  U17IHW 
Sill  Fin  tllTWtW  2925.  For  t'unhn 
mtanatiaE  Chapml  llirrpi  Britain  Lhl.  2i- 
20  Old  Bodinaton  JiirH.  Lootbin  SIX  I LB. 
T»4. 0171/439  3304.  F«  017JH.W  .t»l 


REFUGEES 


* FINANCIAL  TIMES  TUESDAY  MARCH  30  1999 

WORLD^NEWS 

KOSOVO  CRISIS  

ROOD  OUT  UNHCR  ESTIMATES  75,000  HAVE  LEFT  PROVINCE  ■ NATO  RULES  OUT  PLANS  FOR  GROUND  TROOPS  ■ CONCERN  GROWS  FOR  ALUANCE 

Blair 
hardens 
line  on 
Serbia 


launches  humanitarian  aid  for  refugees 


By  Paul  Betts  in  Milan. 

Guy  Dinmore  in  Belgrade 
and  Stefan  Wagstyl  in  London 

Italy  yesterday  took  the  lead 
among  western  rations  in 
launching  humanitarian  aid 
for  the  latest  wave  of  Kosovo 
refugees,  while  bracing  itself 
for  a new  influx  of  immi- 
grants reaching  its  southern 
Adriatic  shores. 

The  government  acted  as 
tens  of  thousands  of  Kosovo 

Albanians  fled  their  homes 
for  Albania  and  other  neigh- 
bouring countries. 

The  United  Nations  High 
Commissioner  for  Refugees 
yesterday  estimated  75,000 
refugees  had  left  Kosovo 


since  Saturday,  including 
over  60.000  seeking  aid  in 
Albania.  But  the  numbers 
were  growing  by  the  hour. 
The  Organisation  for  Secu- 
rity and  Co-operation  in 
Europe  late  yesterday  put 
the  total  for  Albania  alone  at 
Tfl.OOfl  and  the  Albanian  gov- 
ernment reporting  that 
lOO.OOO  Kosovo  refugees  were 
either  already  in  Albania  or 
heading  towards  its  borders. 
While  most  are  still  in  the 
mountainous  border  areas 
between  Kosovo  and  Albania 
and  Montenegro,  a few  hun- 
dred had  already  reached 
Tirana,  the  Albanian  capital. 

As  a magnet  for  ethnic 
Albanian  refugees,  Italy  is 


watching  these  huge  flows 
with  particular  concern.  The 
Italian  navy  sent  two  ships 
to  Albania  to  ferry  supplies, 
which  include  5.600  six  and 
eight-person  tents.  40.000 
sleeping  bags.  20,000  mat- 
tresses and  40  drinking-wa- 
ter tankers. 

The  Italian  move  reflects 
the  government's  twin  pre- 
occupation of  coping  with  a 
new  flood  of  immigrants  and 
appeasing  members  of  its 
coalition  parties  over  its 
stance  on  the  war  in  Yugo- 
slavia. More  than  20,000  refu- 
gees are  now  expected  to 
cross  the  Adriatic  in  the 
coming  days  to  seek  safe 
haven  in  Italy. 


MILITARY  TACTICS  US  EMPHATICALLY  RULES  OUT  LAND  INVASION 


against 
round  troops 


By  Gerard  Baker  m Washington, 
□avid  Buchan  fn  Giola  del  Colle, 
Neil  Buckley  in  Brussels  and 
Quentin  Peel  in  London 

In  spite  of  growing  public 
pressure  to  contemplate  tbe 
use  of  ground  troops  in  Kos- 
ovo. the  Nato  allies  yester- 
day remained  adamant  that 
any  such  invasion  against 
hostile  Serbian  forces  was 
out  of  the  question. 

In  Washington.  L'S  offi- 
cials emphatically  riled  out 
the  use  of  ground  forces  and 
said  there  had  been  no  dis- 
cussion within  Nato  about  it 
since  Operation  Allied  Force 
began  last  week. 

In  Italy,  where  he  was  vis- 
iting Royal  Air  Force  units 
involved  in  the  bombing 
campaign.  George  Robert- 
son. the  British  defence  sec- 
retary. said  the  allies  had 
neither  the  troops  nor  the 
time  to  mount  an  invasion. 

In  Brussels.  Nato  officials 
said  there  were  no  plans  for 
ground  troops  to  Fight  their 
way  into  the  mountainous 
territory,  although  they 
stopped  short  of  ruling  out 
the  option  entirely. 

The  refusal  to  contemplate 
the  use  of  ground  forces 
comes  in  spite  or  mi  appar- 
ent shift  in  allied  thinking 
about  the  future  of  Kosovo, 
to  contemplate  the  possibil- 
ity of  outright  independence. 
That  would  also  almost  cer- 
tainly require  the  installa- 
tion of  a western  protection 
force. 

Wolfgang  Petritseh.  the 
European  Union  envoy  on 


Kosovo,  said  in  an  interview 
with  the  Austrian  newspaper 
Der  Standard  that  “every- 
thing is  now  moving  in  this 
direction  of  independence  for 
Kosovo  because  it  is  difficult 
to  imagine  that  the  Alba- 
nians will  be  willing  to 
remain  in  a state  with  the 
Serbs  after  the  massacres". 

How  to  get  to  such  an  out- 
come is  another  matter.  Brit- 
ish defence  experts  argue 
the  terrain  in  Kosovo  would 
make  any  attempt  to  invade 
by  road  far  too  risky,  with 
the  probability  of  heavy 
casualties.  The  same  would 
be  true  of  using  paratroops 
or  helicopters  to  fly  over  the 
mountains.  “There  is  only 
one  wav  Into  Kosovo  from 
Macedonia."  according  to 
Tim  Ripley,  a defence  ana- 
lyst at  Lancaster  University. 
“You  would  have  to  conduct 
a frontal  attack  up  a narrow 
mountain  gorge,  in  which  an 
enemy  platoon  could  hold  up 
an  army  for  weeks." 

The  combination  of  politi- 
cal aad  military  hesitation 
has  left  the  allies  determined 
to  succeed  with  air  strikes. 

"We  can  meet  uur  military 
objectives  with  air  strikes 
until  there  is  a political  set- 
tlement." said  Joseph  Lock- 
hart. the  White  House  press 
secretary. 

The  use  of  ground  troops 
had  been  thoroughly  exam- 
ined in  a full  review  of  mili- 
tary options  in  Kosovo  last 
autumn  and  had  been  ruled 
out  as  impractical,  another 
spokesman  added.  ”We  have 
no  plan  to  Fight  our  way  into 


NORTH  ATLANTIC  COUNCIL  ALL  DECISIONS  REQUIRE  UNANIMITY 


ers  ‘could 
itary  aid’ 


By  Neil  Buckley  in  Brussels 

No  single  Nato  member 
could  call  a halt  to  the 
bombing  in  Yugoslavia  with- 
out the  agreement  of  all  the 
rest,  although  objectors 
could  withhold  use  of  their 
military  forces.  Nato  officials 
said  yesterday. 

Signs  of  Greek  opposition 
to  the  air  attacks,  and  sug- 
gestions by  Massimo  D'A- 
lema, Italian  prime  minister, 
that  diplomatic  efforts,  to 
solve  the  Kosovo  crisis 
should  resume  quickly,  have 
raised  questions  about  what 
would  happen  should  sup- 
port for  the  bombing  splin- 
ter. 

Officials  said  the  decision 
to  launch  air  attacks  bad 
been  taken  unanimously  - 
as  Mato  decisions  must  be  - 
by  the  North  Atlantic  Coun- 
cil. the  alliance's  top  policy- 
making body.  Any  decision 
to  stop  also  would  have  to  be 


unanimous.  The  council  is 
composed  of  representatives 
from  each  of  the  19  Nato 
members,  either  ministers  or 
diplomats.  In  practice, 
day-to-day  meetings  are  usu- 
ally attended  by  members' 
ambassadors  to  Nato.  based 
permanently  in  Brussels. 
Ambassadors  can  be  sum- 
moned at  30  minutes'  notice. 

The  unanimity  rule  weans 
that  neither  Greece  nor  Italy 
could,  by  themselves,  end 
the  bombing.  Any  country 
that  turned  against  the  cam- 
paign could,  however,  with- 
draw use  i»f  their  forces  and 
facilities.  In  the  case  of  Italy, 
from  where  many  of  the 
Nato  bombing  sorties  are 
being  flown,  this  would  be 
highly  disruptive  to  the 

operation. 

“They  would  then  have  to 

stand  up  before  their  allies 

and  explain  their  decision.” 
said  one  official. 

Javier  Soiana.  Nato  sec- 


retary-general. last  Tuesday 
won  approval  from  the  NAC 
to  launch  both  the  first  and 
second  phases  of  the  air 
campaign,  targeting  air 
defence  systems,  and  then 
Serb  forces  in  the  area  in 
and  around  Kosovo  south  of 
the  44th  parallel,  which 
bisects  Yugoslavia.  But  offi- 
cials said  Mr  Soiana  had. 
nonetheless.  consulted 
ambassadors  again  before 
moving  to  phase  two.  There 
was  no  opposition. 

Moving  to  phase  three, 
extending  action  to  targets 
above  the  44th  parallel,  or 
phase  four,  withdrawal  of 
Nato  forces,  would  require 
further  unanimous  council 
decisions.  So  would  any 
move  to  deploy  ground 
forces. 

Officials  added  that  Italy's 
continuing  practical  support 
for  military  action  was  dem- 
onstrated by  the  fact  that 
many  air  sorties  were  being 


A former  Nato  air  base 
near  Bari,  in  southern  Italy, 
has  already  been  prepared 
with  tents  and  mobile  homes 
to  accommodate  the  expec- 
ted influx  of  new  refugees. 

The  Italian  government 
was  also  coming  under 
increasing  political  pressure 
tram  its  coalition  partners 
over  continuing  Nato  mili- 
tary action  in  Yugoslavia. 
Former  Communists  sup- 
porting the  government 
warned  again  they  were  con- 
sidering withdrawing  their 
ministers,  including  the  cur- 
rent justice  minister,  from 
the  government  if  the  Nato 
bombings  were  not 
suspended. 
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Kosovo."  he  said. 

US  public  opinion  remains 
opposed  to  the  deployment 
of  land  forces,  but  a number 
of  Republicans  have  said 
Nato  should  consider  It. 

“J  say  we're  in  it  and  we 
have  to  win  it.  And  we  have 
to  do  whatever  is  necessary 
in  order  to  ensure  that  this 
is  not  a failure  because  the 
lesson  is  not  lost  on  people 
in  Beijing  and  Pyongyang 
and  Tehran  and  Baghdad." 
Senator  John  McCain,  a con- 
tender for  the  party's  presi- 
dential nomination  next 
year,  said  at  tbe  weekend. 

“We  have  to  take  whatever 
measures  are  necessary, 
even  reluctantly  introducing 
ground  forces,  if  that  is  the 
only  way  to  accomplish  it.” 
said  Henry  Kissinger,  former 
secretary  of  state. 

However,  in  Italy  yester- 
day Mr  Robertson  outlined 
the  military  objections.  He 
insisted  that  Nato  can  only 
provide  immediate  help  to 
the  Kosovo  Albanians 
through  air  attacks  because 
the  alliance  lacked  both  the 
troops  and  the  time  to 
mount  a ground  invasion  to 
stem  the  current  Serb  offen- 
sive. “11315  is  not  a sensible 
option."  he  said. 

It  was  the  first  time  a 
senior  Nato  minister  ruled 
out  a ground  force,  not  for 
lack  of  political  will  or  wor- 
ries about  casualties  but 
because  Nato  could  not 
mount  a land  invasion  in 
time  to  stem  the  current 
Serb  offensive  in  Kosovo. 

The  UK  defence  minister 
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Meanwhile,  the  Albanian 
parliament  yesterday 
appealed  to  Nato  to  send 
ground  troops  into  Kosovo  to 
stop  the  violence  and 
staunch  the  flow  of  refugees. 
“What  is  happening  in  Kos- 
ovo is  a crime  against 
humanity  in  the  heart  of 
Europe."  the  parliamentary 
statement  said. 

The  crush  of  humans  and 
vehicles  on  the  border  was 
so  great  that  tbe  Yugoslav 
guards  closed  the  main  fron- 
tier crossing  near  the  Alba- 
nian town  of  Kukes  for 
about  three  hours.  “Refugees 

are  arriving  at  a rate  of  4,000 
per  hour  now,”  said  Andrea 
Angeli.  spokesman  for  the 


Zagreb  %». 
CROATIA 


Tirana  office  of  the  Organi- 
sation of  Security  and 
Co-operation  in  Europe. 

In  Pristina,  the  Kosovo 
capital,  Serb  security  forces 
seeking  a safe  haven  from 
Nato  air  attacks  on  their 
barracks  yesterday  expelled 
several  thousand  ethnic 
Albanians  from  their  homes, 
witnesses  said.  Chaos  broke 
out  as  Serbian  police  and 
Yugoslav  troops  went  from 
home  to  home  in  the  hillside 
Dragodan  residential  area, 
driving  out  their  occupants 
who  mostly  fled  on  loot. 
“They  shouted  'go.  go.  go  ." 

said  one  witness  reached  by 
telephone.  Some  people  were 
beaten,  the  witness  said,  but 


HUNGARY 


he  saw  no  one  being  killed. 

Many  of  those  fleeing  Kos- 
ovo told  harrowing  stories  of 
being  forced  from  their 
homes  by  Serb  gunmen.  At 
the  Rusullja  Pass,  in  north- 
ern Kosovo,  refugees  said 
residents  of  the  city  of  Pec 
had  been  given  five  minutes 
to  leave  their  homes  or  be 
shot.  “Half  the  town  was 
destroyed  by  the  time  we 
jeft.  We  saw  bodies  lying  by 
the  road  to  the  border.  We 
counted  13  dead  In  Novo 

Selo  but  we  hear  there  may- 
be hundreds  of  dead  in  other 
tillages."  said  ldres  Aslen,  a 
40-year-old  refugee,  wrote 
journalist  Robert  Fox  in  the 
London  Evening  Standard. 
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suggested  Nato  would  have 
to  field  between  100.000- 
150, 000  troops  to  take  on  the 
Yugoslav  array.  “Where 
would  you  find  and  train 
enough  troops  for  this?”  he 
queried.  “It  would  take  two 
mouths  to  get  them  into  for- 
mation- The  terrain  is  very 
inhospitable.  There  is  only 
one  road  from  Macedonia 
into  Kosovo,  and  it  has  been 


heavily  rained  by  the  Serbs." 

Britain  has  4.300  troops  in 
Macedonia,  with  the  promise 
of  sending  nearly  4.000  more, 
in  readiness  for  the  notional 
peacekeeping  force  Nato  has 
said  should  be  deployed  in 
Kosovo  if  and  when  the 
Serbs  and  Albanians  ever 
reach  a power  sharing  agree- 
ment for  the  province. 

Mr  Robertson  said  any 


deployment  of  these  British 
peacekeepers  in  Kosovo,  plus 
existing  commitments  in 
Bosnia  and  Northern 
Ireland,  would  mean  that  41 
per  cent  of  the  British  army 
strength  would  be  on  opera- 
tional duty.  “This  is  the 
highest  it  has  ever  been  in 
peacetime."  he  said,  adding 
that  his  generals  had  told 
him  this  high  ratio  of  troops 


in  the  field  to  the  total  could 
not  continue  for  long. 

In  addition,  Mr  Robertson 
said  sending  ground  troops 
in  would  appear  as  an  act  of 
war  against  the  country  of 
Yugoslavia  rather  than  the 
regime  of  Mr  Milosevic  and 
his  military  assets  and  net- 
work. which  so  far  have 
been  the  targets  of  Nato 
bombing. 


REPUBLIKA  SRPSKA  PEACE  MONITORING 


sour 

relations  with 


An  ethnic  Albanian  woman  and  child  and  flee  to  Macedonia  Fteutm 


launched  from  Italian  bases. 

While  it  could  not  stop  the 

bombing,  a change  of  heart 
by  any  Nato  member  could 
pose  a severe  problem  for 


the  alliance.  Officials 
acknowledge  that  Slobodan 
Milosevic,  the  Yugoslav  pres- 
ident. would  be  certain  to 
capitalise  on  such  a split. 


RUSSIAN  OPPOSITION  IMF  BACKING  APPEARS  TO  LEAVE  PRIME  MINISTER  FREE  TO  CONCENTRATE  ON  BALKANS 


By  Andrew  Jack  in  Moscow 

Yevgeny  Primakovs  mission 
to  help  bring  an  end  to 
Nato'g  military  action  in 
Yugoslavia  gives  Russia's 
prime  minister  a chance  to 
respond  to  the  surge  in  mili- 
taristic. anti-western  feeling 
in  his  country  over  the  last 
few  days. 

Russia's  show  or  solidarity 
with  tbe  Serbs  has  involved 
much  theatre.  Vladimir  Zhir- 
InoWssy.  the  nationalist  poli- 
tician. appeared  on  a Sunday 
evening  television  show 
dressed  in  a military  uni- 


form. His  party  has  assera 
bled  hundreds  of  volunteers 
to  fight  for  the  Serbs. 

The  demonstrations  taking 
place  outside  the  ernbas.'des 
of  the  LIS  and  other  western 
countries  in  Moscow  in  the 
last  few  days  have  been 
modest  in  size.  But  in  a 
country  not  known  for  spon- 
taneous. large-sc-ale  protests. 
Nato  has  provoked  wide- 
spread resentment. 

Even  Russia's  unpopular 
pro- western,  liberal  eco- 
nomic reformers  have 
attempted  to  take  advantage 
of  the  mood.  Yegor  Gaidar. 


the  former  prime  minister, 
led  a delegation  to  Belgrade 
over  the  weekend  - although 
Serb  hostility  meant  the 
move  backfired. 

Mr  Primakov's  action 
seems  far  more  shrewd,  even 
if  he  will  be  exposed  if  he 
fails.  While  it  was  unclear 
whether  the  International 
Monetary  Fund  would  with- 
hold financial  support  for 
Russia,  he  held  back  from 
excessively  anti-western 
comments.  With  that  fund- 
ing seemingly  assured  yes- 
terday, he  is  free  to  concen- 
trate on  resolving  the 


Kosovo  crisis. 

Alexander  Pikaev  of  the 
Carnegie  Moscow  Centre 
cites  the  renewed  anti-Nato 
rhetoric  as  the  latest  devel- 
opment to  offer  parallels 
between  contemporary  Rus- 
sia and  the  Weimar  Republic 
period  in  Germany  in  the 
late  1920s  and  early  1930s: 
“There  is  a feeling  that  tbe 
public  has  been  humiliated 
and  Russia  ignored  in  the 
international  arena."  he 
says.  “Since  the  August  [eco- 
nomic] collapse,  people  have 
been  disappointed  with  the 
course  of  economic  reform 


and  the  westernisation  of 
the  economy." 

Some  of  the  protestors 
have  played  up  the  idea  uf 
solidarity  with  Russia's 
“Slavic  brothers" 
reflecting  the  pan  Slavic  ide- 
ology first  promoted  under 
Tsar  Alexander  HI  in  the  late 
19th  century,  and  encom- 
passing the  Christian  Ortho- 
dox world.  However,  as  Ser- 
gei Markov  of  the  Institute 
of  Political  Studies  points 
out'.  “The  Slavs  may  regard 
themselves  as  brothers,  but 
they  always  end  up  fighting 
with  each  other.” 


By  Robert  Wright  in  Banja  Luka 

International  organisations 
in  the  Serb-controlled  half  of 
Bosnia-Hercegovina  fear 
their  ability  to  supervise 
closely  the  Dayton  peace 
accord  has  been  endangered 
by  fury  at  Nato  air  strikes  in 
Yugoslavia. 

Sources  said  even  good 
persona]  relationships  with 
local  politicians  had  been 
harmed,  threatening  their 
ability  to  monitor  the  1&35 
peace  agreement  that 
brought  to  an  end  the  war  in 
Bosnia. 

There  have  already  been 
isolated  incidents  of  violence 
in  Republika  Srpska,  such  as 
an  attack  on  a United 
Nations  police  task  force  sta- 
tion iu  Busauska  Gradiska. 
on  the  Bosnia-Croatia  bor- 
der. The  British  and  US 
embassy  missions  in  Banja 
Luka,  the  largest  Serb  town 
in  Bosnia-Hercegovina  and 
the  capital  or  Republika 
-Srpska,  were  attacked  and 
seriously  damaged  by  rioters 
on  Friday. 

Perica  Vucinit.  of  the 
respected  Banja  Luka  maga- 
zine Reporter,  said  the 
strength  of  anti-Nato  feeling 
could  lead  small  bands  of 
war  veterans  to  attack  the 
Nato-led  SFOfi  peacekeeping 
forces.  Most  observers 
believe  the  high  numbers  of 
guns  still  left  in  the  hands  of 
veterans  throughout  Bosnia- 
Hercegovina  will  pose  a 
threat  if  the  situation  grows 
mure  unstable. 

However,  tbe  nightly  pro- 
tests in  Banja  Luka  against 
the  Nato  bombing  have 
remained  peaceful  and  there 
appears  to  be  no  immediate 


prospect  of  an  organised 
uprising  against  Sfor  troops. 

Rajko  Vasic.  the  Republika 
Srpska  information  minister, 
said  that  with  the  Bosnian 
Serb  army  under  close  con- 
trol and  mainly  formed  from 
conscripts  who  had  not 
fought  in  the  war.  there  was 
little  likelihood  of  serious 
confrontation  at  presenL 

The  air  strikes  have  come 
at  a particularly  bod  time  for 
the  Serb  entity  in  Bosnia, 
hard  on  the  heels  of  tbe  dis- 
missal of  Nikola  Poplasen  as 
president  by  Carlos  Westen- 
dorp.  the  international  com- 
munity's high  representa- 
tive. The  dismissal  - for  an 
alleged  breach  of  the  entity's 
constitution  - has  led  radi- 
cals to  dismiss  the  prime 
minister.  Mitorad  Dodik. 
who  is  seen  as  more  demo- 
cratic. 

Mr  Poplasen's  sacking 
came  as  international  bodies 
said  they  would  create  a spe- 
cial area  for  the  town  uf 
Brcko.  which  links  the  east 
and  west  of  Republika 
Srpska  and  had  been  a full 
part  of  the  entity.  The  Mos- 
lem-Crnat  federation  is  now 
also  being  given  some  say  in 
the  running  of  the  town,  a 
window  link  to  the  outside 
world  for  the  Federation.  The 
air  strikes  have  been  seen  as 
the  third  and  most  serious 
blow  to  the  prestige  of  both 
Repubiiku  Srpska  democrats 
and  the  internationally  guar- 
anteed Dayton  peace  plan. 

Mr  Vasic  said  he  believed 
international  organisations 
had  shown  little  understand- 
ing of  the  difficulties  facing 
those  like  himself  who  repre- 
sented democratic  force*. 
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By  Robert  Peston, 
pofitfcaf  Editor 

Tony  Blair,  the  British  prime 
minister,  yesterday  recast 
the  Nato  military  alliance  as 
an  agent  of  retribution 
against  Serbia  for  its  cam- 
paign against  the  Kosovar 
Albanians. 

Addressing  the  House  of 
Commons.  Britain's  lower 
house.  Mr  Blair  said:  "For 
every  act  of  barbarity,  every 
slaughter  of  the  innocent. 
Milosevic  must  be  made  to 
pay  a higher  and  higher 
price." 

Nato's  response  to  tbe 
“callous  brutality"  of  Slobo- 
dan Milosevic,  the  Yugoslav 
president,  should  not  be 
"weakness  but  strength". 

This  represented  a signifi- 
cant change  of  tone  by  Mr 
Blair,  in  the  wake  or  the 
mass  exodus  of  Albanians 
from  the  region.  He  did  not 
repeat  his  assertion  of  last 
Wednesday  that  the  “very 
simple  reason"  for  the  air 
strikes  was  "to  prevent  Mil- 
osevic from  continuing  to 
perpetuate  his  vile  oppres- 
sion against  innocent  Koso- 
var Albanian  civilians”. 

Mr  Blair  also  insisted  that 
Nato  could  not  he  blamed  for 
the  escalation  in  Mr  Milos- 
evic's campaign  of  “ethnic 
cleansing".  "The  idea  that 
this  barbarity... started  last 
Wednesday,  when  Nato 
began  its  campaign,  is  sim- 
ply absurd." 

The  prime  minister  said 
that  the  Serbian  “massa- 
cres" had  been  planned  by 
Mr  Milosevic  over  the  pre- 
ceding two  months.  “It  is 
now  clear  that  herb  partici- 
pation in  the  Paris  peace 
talks  learner  this  month] 
was  a cover  for  Milosevic  s 
offensive  preparations."  he 
said.  “On  20  March,  the  day- 
after  talks  were  suspended, 
we  now  know  armed  Serbs 
starred  summary  executions 
and  ethnic  cleansing." 

Mr  Blair  announced  a 
ElOm  increase  in  aid  to  Alba- 
nian refugees  and  the  cre- 
ation of  a cross-departmental 
working  party  to  come  up 
with  further  suggestions  on 
how  to  provide  succour  to 
those  fleeing. 

However,  there  was  no 
bint  that  Mr  Blair  had  aban- 
doned his  opposition  to  the 
use  of  ground  forces  in 
Serbia. 

His  chief  spokesman  reit- 
erated that  troops  would 
only  be  used  as  guardians  of 
any  new  settlement  for  the 
region,  if  Mr  Milosevic  was 
forced  into  submission. 

The  prime  minister 
received  broad  cross^party 
support  fur  the  UK's  partici- 
pation in  the  Nato  campaign. 
However.  Sir  Peter  Tapsell, 
the  veteran  Conservative 
member  of  parliament,  said 
he  was  being  “as  stupid  as 
the  Kaiser",  in  a reference  to 
the  Balkans  crisis  which 
fomented  the  first  world 
war. 

Meanwhile  ministers 
reacted  furiously  to  emotive 
criticism  of  the  air  strikes  by 
Alex  Salmond,  the  leader  of 
the  Scottish  National  Party. 

In  a party  political  broad- 
cast. Mr  Salmond  said  that 
the  effect  of  aerial  blitzes 
was  typically  to  “steel  the 
resolve  of  the  civilian  popu- 
lation" and  he  cited  the 
experience  of  London  in  the 
second  world  war. 

Mr  Salmond  said  the  gov- 
ernment was  therefore 
bringing  about  the  reverse  of 
what  it  desired,  by  effec- 
tively silencing  internal 
opposition  to  Mr  Milosevic. 
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France,  Italy  pledge 
tighter  tunnel  checks 


By  Robert  Graham  bi  Pans 


France  and  Italy  yesterday 
pledged  to  tighten  security 
in  large  European  road  tun- 
nels and  press  for  more 
freight  to  go  by  rail,  after 
last  week's  fetal  Ore  in  the 
Mont  Blanc  tunnel. 

Hie  move  followed  a meet- 
ing between  Lionel  Jospin. 
French  prime  minister,  and 
Massimo  D’Alema,  his  Ital- 
ian counterpart,  at  the 
French  entrance  to  the  tun- 
nel. 

The  two  leaders  paid  trib- 
ute to  the  40  people  so  far 
known  to  have  died  in  the 
fire. 

“We  must  draw  the  les- 
sons from  this  tragic  and 
exceptional  accident,  ensur- 
ing it  is  never  repeated,"  Mr 
Jospin  said. 

The  fire  started  last 
Wednesday  in  a Belgian 
truck  passing  through  the 
tunnel.  Fire  brigades  took  53 
hours  to  control  the  dames. 

Apart  from  examining 


security  in  the  tunnels  link- 
ing the  two  countries,  Mr 
Jospin  said  safety  checks 
would  be  carried  out  on 
some  20  large  tunnels  inside 
France.  “We  must  consider  a 
relaunch  at  both  national 
and  European  level  of  com- 
bined road  and  real  freight 
transport." 

This  appeal  for  a switch  to 
rail  freight  was  picked  up  by 
Michel  Bamier,  a GaulUst 
senator  for  the  Haute-Savoie 
region,  who  urged  the 
French  and  Italian  govern- 
ments to  send  “a  clear  sig- 
nal” for  a new  high-speed 
rail  link  between  Lyons  and 
Turin,  via  a 52km  tunnel 
under  the  Alps. 

At  a Fran  co-Italian  sum- 
mit in  1997,  FFr350m 
(€53. 8m,  $57.3m)  was  ear- 
marked for  studies  on  the 
rail  tunnel.  Both  govern- 
ments are  still  hesitating 
over  the  costs. 

Mr  Barni  er  said  road 
freight  had  grown  five  times 
since  1970.  “In  a few  years.  It 


will  be  unbearable  in  terms 
of  pollution  and  security”. 

At  present,  only  10m  of  the 
35m  tonnes  of  goods  carried 
through  the  Alps  between 
France  and  Italy  goes  by 
rail;  the  rest  goes  by  road.  Of 
this,  12.7m  tonnes  goes 
through  the  single  gallery 
tunnel  under  Mont  Blanc. 

The  remaining  Alpine  road 
freight  goes  via  the  l2Akm 
Frfijus  tunnel,  which  has  a 
more  modern  security  and 
smoke  evacuation  system. 

Since  last  week’s  fire,  most 
of  the  traffic  has  rerouted 
via  the  Frtjus  tunnel.  As  a 
result,  the  average  daily  Dow 
of  heavy  trucks  through  Fr£- 
jus  has  risen  from  2,800  to 
5,800;  the  number  of  light 
vehicles  has  doubled  to  4,000. 

Trucking  companies  said 
yesterday  that  switching  to 
the  Frtjus  tunnel  added  an 
extra  90  minutes  to  a jour- 
ney. others  said  they  were 
opting  for  the  even  longer 
coastal  route  along  the  Rivi- 
era. 


Diluted  farm 
reforms  sap 
EU  stance 


The  remains  of  a flraflghtw  wMcle  are  taken  out  of  tha  Mont  Btanc  tunnel  at  Chamonix 


EU  countries  keen  to  maintain  state  aid 


By  Emma  Tucker  in  Brussels 

European  enthusiasm  for 
state  aid  shows  little  sign  of 
cooling  off,  according  to  new 
figures  presented  by  Karel 
Van  Miert,  the  competition 
commissioner,  to  the  Euro- 
pean Parliament  yesterday. 

Subsidies  given  to  manu- 
facturing industry  in  the 
European  Union  between 
1995/97  amounted  to  an 
annual  average  of  €37.7bn 
($40bn).  Excluding  Sweden, 
Finland  and  Austria  (which 


joined  the  EU  in  1995),  the 
figure  was  €36.4bn  compared 
with  €42 bn  for  the  same 
countries  during  1993/95  - a 
13  per  cent  drop. 

However,  the  fall  was 
almost  exclusively  because 
of  a sharp  decrease  in  aid 
levels  In  Germany,  (where 
aid  to  the  former  communist 
lander  dropped  by  30  per 
cent)  and  to  a lesser  extent 
France  and  Italy.  There  is 
no  downward  trend  in  the 
overall  figure  once  sub- 
sidies to  Germany's  eastern 


Hinder  are  stripped  out 

“The  continuing  high  level 
of  aid  and  the  feet  that  the 
current  decrease  is  due  to  an 
exceptional  reduction  in  Ger- 
many provide  strong  reasons 
for  the  Commission  to  main- 
tain its  pressure  on  state  aid 
in  the  Community,’’  said  file 
report  on  state  aids. 

"Aid  measures  should  not 
be  allowed  to  protect  indus- 
tries or  non-viable  busi- 
nesses and  thereby  provide  a 
means  to  export  unemploy- 
ment from  one  member  state 


to  another,"  it  concluded. 

The  figures  are  likely  to 
intensify  pressure  on  mem- 
ber states  to  give  stronger, 
possibly  binding,  commit- 
ments to  reduce  overall  aid 
levels,  viewed  as  a serious 
distortion  to  the  single  mar- 
ket 

Although  the  Commission 
has  waged  a relentless  battle 
against  anti-competitive  sub- 
sidies. its  efforts  have  made 
little  headway  in  countries 
such  as  Germany  and 
France,  which  continue  to 


support  companies  through 
direct  grants,  tax  breaks  and 
guarantees. 

Officials  fear  that  aid  lev- 
els could  go  even  higher  now 
that  the  single  currency  bas 
been  launched  and  state 
assistance  becomes  one  of 
the  few  ways  left  for  govern- 
ments to  protect  companies 
from  more  intense  competi- 
tion. 

The  report  shows  sharp 
disparities  between  member 
states  with  aid  levels  in 
Greece  six  times  higher  than 


in  the  UK  and  Sweden,  the 
lowest  subsidisers.  Although 
the  EU's  four  biggest  econo- 
mies - Germany.  Italy, 
France  and  the  UK  - still 
account  for  most  of  the  aid 
to  manufacturing  Industry, 
their  share  has  decreased 
from  87  per  cent  to  82. 

Germany  accounts  for  37 
per  cent.  Italy  for  28  per 
cent,  France  for  12  per  cent 
and  the  UK  for  5 per  cent  of 
the  total  amount  of  aid 
granted  to  the  pre-1996  EU 
12. 


By  Michael  Smith  Jn  Brussels 

A dilution  of  farm  aid 
reforms  by  European  Union 
government  heads  will 
reduce  the  Union’s 
negotiating,  strength  in 
forthcoming  talks  to 
liberalise  world  trade,  the 
European  Commission 
acknowledged  yesterday. 

'Hie  Commission  insisted 
that  the  reform  was  the 
biggest  ever  negotiated  for 
the  EU’s  Common  Agri- 
cultural Policy  and  the 
union  was  in  a “fairly  strong 
position”  for  World  Trade 
Organisation  talks  due  to 
start  next  year. 

However,  a spokesman 
conceded  the  EU’s  position 
at  the  WTO  would  "not  be  as 
strong  as  it  would  have  been 
had  the  Commission’s 
proposals  been  approved". 

The  EU’s  trading  partners, 
Including  the  US  and 
Australia,  have  been 
pressing  hard  for  the  union 
to  cut  subsidies  for  farmers 
that  are  directly  linked  to 
prices. 

The  Commission  had 
proposed  reforms,  centring 
on  price  cuts  in  cereals,  beef 
and  milk,  with  the  aim  of 
preparing  the  union  for  the 
WTO  talks  and  enlargement 
to  eastern  Europe. 

But  in  the  last  few  hours 
of  negotiations  last  week 
government  heads  decided  to 
scale  down  price  cuts  for 
cereals  agreed  earlier  by 
farm  ministers  and  to  delay 
a reform  of  the  dairy  regime, 
including  price  cuts,  until 
2005. 


They  also  agreed  to 
“stabilise"  the  CAP  budget 
at  about  the  €405bn  ($43bn) 
level  of  1999  during  the 
reform  period  of  2000  to 
2006.  EU  officials,  however, 
are  concerned  that  the 
diluted  reforms  agreed  by 
government  heads  will  be 
insufficient  to  meet 
demands  for  a spending 
freeze. 

The  costs  of  the  cereals 
regime  is  one  uncertainty. 
By  reducing  cuts  in 
guaranteed  prices,  from  the 
20  per  cent  agreed  by  farm 
ministers  to  15  per  cent 
there  will  be  increased  costs 
for  buying  in  cereals,  the 
scale  of  which  will  depend 
on  world  prices. 

Diplomats  were  concerned 
the  conclusions  of  the  heads 

of  government  summit  ]q 
Berlin  made  insufficient 
allowance  for  this. 

They  suggested  yesterday 
that  the  budget  over-run 
potential  - together  with 
pressure  from  the  EU’s  trade 
partners  in  the  WTO  talks  - 
wffl  force  further  farm  aid 
changes  in  two  or  three 
years  time. 

The  agreement  provides 
scope  for  this  by  making 
provision  for  a further 
reduction  in  cereals  prices  in 
2002-3  “in  the  light  of  market 
developments"  and  a review 
of  the  milk  sector. 

It  also  calls  on  the 
Commission  to  report  in 
2002  on  measures  necessary 
to  ensure  that  spending  is 
line  with  the  budget 
"stabilisation"  objec- 
tive. ■ 


* Paris  cuts  growth  figures 


By  Robert  Graham  to  Paris 

The  French  finance  ministry 
yesterday  revised  down- 
wards its  growth  figures  for 
-the  current  year  from  2.7  per 
cent  ter  a band  of  between  22. 
and  Z5  per  cent. 

The  revision  was  the  first 
formal  acknowledgement 
that  French  economic 
growth  was  being  hit  hard 
by  the  emerging  markets  cri- 
sis despite  strong  domestic 
demand.  A statement  from 
the  finance  ministry  said 
export-oriented  industries 
were  the  most  affected. 

The  slowing  of  industrial 
production  was  underlined 
yesterday  by  the  March  sur- 
vey of  manufacturing  activ- 
ity published  by  Insee,  the 
official  statistics  institute. 
Ibis  showed  the  balance  of 
companies  reporting  that  the 
I "»  increase  in  production  was 
* well  down,  with  stocks  being 
cut  to  accommodate  softer 
demand. 

Officials  nevertheless 


pointed  out  that  France 
would  still  be  the  strongest 
of  the  Group  of  Seven  econo- 
mies in  Europe  with  gross 
domestic  product  likely  to 
grow  a full  percentage  point 
more  than  in  Germany  and 
Italy. 

Analysts  yesterday 

expressed  surprise  that  the 
finance  ministry  had  pres- 
ented its  new  projections  so 
cautiously. 

The  finance  ministry  said 
it  believed  the  economy  was 
expected  to  pick  up  in  the 
latter  part  of  the  year  and 
forecast  270,000  jobs  would 
be  created. 

This  year’s  budget  was 
framed  against  a 2.7  per  cent 
growth  target  and  yesterday 
officials  said  the  deficit 
would  be  held  to  its  target  of 
23  per  cent  of  GDP.  How- 
ever, the  inflation  target  of 
L3  per  cent  for  1999  looked 
out  of  line  as  economists 
suggested  consumer  prices 
would  increase  only  03  per 
cent  on  current  trends. 


m Germany’s  leading  busi- 
ness federations  yesterday 
welcomed  the  government’s 
suggestions  it  might  with- 
draw some  big  state  subsi- 
dies to  finance  corporate  tax 
cuts,  but  warned  implemen- 
tation could  be  difficult, 
writes  Haig  Simonian  in 
Bonn. 

Hans  Peter  Stihl,  president 
of  the  German  Industry  and 
Trade  Federation  (DIHT), 
called  for  a 20  per  cent  cut  in 
subsidies  over  the  next  five 
years  as  part  of  a broader 
package  to  lower  company 
taxes.  Hans-Olaf  Henkel, 
president  of  the  Federation 
of  German  industry  (BDI), 
said  It  was  unrealistic  for 
the  government  to  expect 
business  to  produce  its  own 
list  of  cuts.  • 

The  associations  were 
reacting  to  comments  by 
Werner  . Mttller,  acting 
finanw  minister,  that  indus- 
try should  agree  to  a “hit 
list”  of  state  subsidies  that 
could  be  withdrawn.  A 
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Tokyo  sets  out  to  shrink 
excess  production  capacity 


By  Naoko  Nakamae  in  Tokyo 

The  Japanese  government 
yesterday  made  its  first 
overt  attempt  to  grapple 
with  supply  side  problems 
such  as  excess  production 
capacity,  amid  the  country's 
worst  recession  in  the  post- 
war era. 

The  government  has  set 
up  a new  advisory  panel 
comprised  of  government 

officials  and  business  lead- 
ers, which  will  convene 
every  month  this  year  to  dis- 
cuss policies  to  help  revive 
Japan's  flagging  industries. 

Although  Japan  has  cre- 
ated numerous  committees 
in  recent  years  to  address 
fundamental  economic  prob- 
lems, this  comes  at  a time  of 
growing  political  consensus 
that  the  Japanese  Industrial 
sector  needs  to  be  reformed 

It  also  comes  at  a time 

when  an  increasing  num- 
ber of  foreigners  are  buying 


into  Japanese  companies. 

In  particular,  the  so-called 
Conference  for  Industrial 
Competitiveness,  which 
includes  Keizo  Obuchi, 
prime  minister,  Kiichi  Miya- 
zawa,  finance  minister. 
Kaoru  Yosano.  Minister  of 
International  Trade  and 
industry.  Takashi  Imai, 
chairman  of  the  Federation 
of  Economic  Organisation 
and  the  heads  of  Sony  and 
Toyota,  yesterday  empha- 
sised the  need  for  the  corpo- 
rate sector  to  get  rid  of 
excess  production  capacity. 

“The  time  has  come  to 
start  strengthening  the  sup- 
ply side  af  the  economy  to 
put  the  economy  on  a 
self-sustaining  recovery 
track,"  said  Mr  Obuchi. 

These  proposals  come  at  a 
time  when  the  government 
is  running'  out  of  fiscal  mea- 
sures to  stimulate  the  econ- 
omy. Although  it  has  con- 
centrated primarily  on 


measures  to  stimulate 
demand  so  far,  it  is  now 
faced  with  a ballooning  bud- 
get deficit  and  cannot  spend 
any  more  money.  It  is  also 
unable  to  ease  monetary  pol- 
icy any  further  without 
entering  unprecedented  ter- 
ritory, as  interest  rates  trend 
ever  closer  to  zero. 

Such  policy  problems  have 
led  the  government  to  place 
emphasis  on  private  sector 
reforms  rather  than  tradi- 
tional public  sector  policies 
It  has  peddled  in  the  past 

The  panel  yesterday  also 
decided  to  consider  Introduc- 
tion of  a debt  for  equity 
swaps  scheme  to  help  cut 
the  debt  of  companies  who 
scrap  surplus  facilities.  A 
financial  institution  would 
give  up  part  or  all  of  its 
claims  against  a company  in 
return  for  a stake  in  it 
■ The  continuing  weakness 
of  the  Japanese  economy 
was  underlined  by  data 


released  yesterday  showing 
an  unexpected  fall  in  indus- 
trial output,  weak  exports 
and  poor  retail  demand  in 
February,  writes  Paul 
Abrahams  in  Tokyo. 

Japan's  industrial  produc- 
tion fell  0.6  per  cent  month 
on  month  during'  February, 
according  to  the  ministry  of 
international  trade  and 
Industry.  The  drop  was 
accompanied  by  a 2.3  per 
cent  drop  in  shipments  and  a 
0.5  per  cent  rise  in  invento- 
ries, mostly  accounted  for  by 
a sharp  rise  in  unsold 
vehicles. 

Tear  on  year,  output  foil 

5.2  per  cent  and  shipments 
3.6  per  cent,  but  Inventory 
adjustment  continued,  down 

9.3  per  cent.  The  Ministry  of 
International  Trade  and 
Industry  predicted  output 
would  rise  0.8  per  cent 
month  on  month  during 
March,  but  foil  3.4  per  cent 
in  April. 


Boost  for  Japan  petrol  groups 


By  Alexandra  Harney  in  Tokyo 

Japanese  petrol  groups  will 
be  exempt  from  taxes  on  cap- 
ital gains  accrued  by  com- 
bining facilities  starting  in 
April,  under  new  legislation 
that  represents  a substantial 
revision  to  the  Japanese  tax 
code. 

The  law,  approved  by  the 
Ministry  of  International 
Trade  and  Industry  iMiti) 
and  the  Ministry  of  Finance 
last  month,  is  aimed  at 
encouraging  companies  to 
restructure  and  eliminate 


surplus  facilities  that  are 
weighing  on  profits  as  well 
as  promoting  new  business 
development. 

It  comes  as  Miti  is  consid- 
ering additional  incentives 
to  make  it  easier  for  manu- 
facturers to  shed  excess 
plants  and  workers. 

Analysts  and  industry 
executives  said  the  tax 
exemption  was  likely  to 
stimulate  further  consolida- 
tion and  restructuring,  par- 
ticularly in  the  petrol  sector, 
where  sluggish  cash  flows 
have  prevented  companies 


from  closing  excess  facilities 
and  merging  divisions  with 
other  companies  to  cut  costs. 

“For  (the  oil  companies), 
the  restriction  was  like  pay- 
ing the  government,  and  for 
the  weaker  companies,  that 
was  a real  deterrent,"  said 
Lalita  Gupta,  analyst  at 
Deutsche  Bank.  “It  was  one 
of  the  problems  that  was 
stopping  the  industry  from 
consolidation.”  she  added. 

The  new  exemption,  part 
of  the  Law  for  the  Promotion 
of  New  Business  Creation, 
greatly  expands  the  number 


of  industries  eligible  for  spe- 
cial tax  treatment,  including 
the  troubled  petrol  and  retail 
sectors,  and  makes  it  easier 
for  companies  to  create  joint 
ventures  that  pool  their 
sales,  distribution,  or  manu- 
facturing divisions. 

Specifically,  it  allows  com- 
panies to  mothball  and  sell 
unprofitable  facilities,  and 
create  a new  corporate 
entity  without  paying  tax  on 
the  resulting  gains.  Other 
provisions  in  the  law  are 
intended  to  stimulate  foun- 
ding new  businesses. 


Indonesia 
brings 
relief  to 
banks 

By  Sander  Thoenes  m Jakarta 


Indonesia  yesterday 
announced  it  had  agreed 
With  13  big  commercial 
banks  on  a framework  for 
exchanging  short-term  loans 
into  longer-term  liabilities 
guaranteed  by  the  central 
bank,  offering  relief  to  the 
country's  distressed  banking 
sector  and  easing  pressure 
on  the  rupiah. 

The  agreement  built  on  a 
larger  debt  restructuring 
pact  reached  last  summer, 
which  called  for  reschedul- 
ing of  $9.2bn  in  bank  debt 
falling  due  through  Decem- 
ber 31,  2001.  and  resumption 
of  trade  finance.  Bank  Indon- 
esia, the  central  bank,  guar- 
anteed all  bank  liabilities 
early  last  year  but  only  now 
finalised  the  terms. 


Officials  said  a steering 
committee  headed  by  Bank 
of  Tokyo-Mitsubishi,  Chase 
Manhattan  Bank  and  Deut- 
sche Bank,  had  pledged 
last  week  to  swap  out- 
standing loans  to  Indonesian 
banks  and  their  off- 
shore branches  and  sub- 
sidiaries for  new  loans 
guaranteed  by  Bank  Indon- 
esia. 

The  new  loans  would 
mature  in  2002  through  2005 
at  interest  rates  of  2.25  to 
2.75  per  cent  over  Libor. 

Bank  Indonesia  asked 
creditors  to  extend  maturi- 
ties to  June  1 of  this  year 
pending  completion  of  the 
exchange  offer.  Short-term 
trade  finance  and  loans  cov- 
ered under  a 1998  interhank 
exchange  offer  would  not  be 
included. 
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Try  Iberia's  new  Inrerconcinemal  Business  Class  and  enjoy  a world  class  experience  on  a world  class 
airline.  Discover  the  sense  of  privacy  Iberia  gives  you  with  132  eras.  of  room  between  your  ergonomically 
designed  scat  and  the  one  in  front.  Relax  in  style  and  made-to-measure  comfort  wiling  away  the  time 
watching  films,  sports  or  news  on  your  individual  video  screen,  make  a call  from  your  seat  on  your 
personal  telephone  or  treat  your  palate  to  a Mediterranean  Cuisine  inspired  choice  of  three  menus, 
amongst  many  other  poffibiJirics.  And  when  you’ve  landed  and  had  time  to  reflect,  you'll  have  no 
doubt  as  to  why  Iberia  is  today  one  of  the  leading  business 
airlines  of  the  world,  iberii.csD 
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N.  I to  Spain  and  Latin  America. 


Citic  Pacific  chairman 
urges  China  caution 


!>'  ’ 


By  Rahul  Jacob 
In  Hong  Kong 


Closure  of  a large  Chinese 
mainland  investment  com- 


pany last  year  bad  been  a 
salutary  warning  for  foreign 
creditors  and  local  compa- 
nies. despite  the  subsequent 
credit  squeeze  faced  by  com- 
panies in  China,  the  head  of 
the  most  prominent  main- 
land-backed company  listed 
in  Hong  Kong  said  yester- 
day. 

Larry  Yung,  chairman  of 
Citic  Pacific,  the  Hong  Kong 
arm  of  Beijing's  main  invest- 
ment vehicle,  was  comment- 
ing on  the  sudden  closure  of 
Guangdong  International 

Trust  and  Investment  Corpo- 
ration (Gitic)  last  year  which 
shocked  foreign  bankers 
who  believed  their  loans 
were  guaranteed. 

In  addition  to  clamping 
down  on  provincial  compa- 
nies with  foreign  borrow- 
ings, the  Chinese  govern- 
ment was  trying  to  send  a 
message  to  foreign  banks  not 
to  suspend  their  standard 
due  diligence  practices  when 
doing  business  in  China,  Mr 
Yung  added. 

“|The  government  is  say- 
ing] when  you  invest  in 
China,  think  about  whether 
it  is  a good  project  and 
whether  it  has  good  manage- 
ment Please  look  at  Its  capa- 
bility to  repay  you.  This  is  a 
two-sided  warning.” 

As  the  financial  difficulties 


of  other  mainland  companies 
have  come  to  light  over  the 
past  few  months,  “red  chip” 
companies  such  as  Citic 
mainland  backed  companies 
listed  in  Hong  Kong  via  their 
subsidiaries  - have  on  aver- 
age seen  their  stocks  plum- 


Larry  Yimg:  'Please  look  at  a 
group's  capability  to  repay  you. 
This  is  a two-sided  warning’ 

met  14  per  cent  since  the 
beginning  of  the  year,  after  a 
steep  drop  last  year. 

Mr  Yung  said  that  the 
frenzy  in  1997  that  saw 
investors  bidding  up  the 
price  of  the  shares  of  such 
companies  to  levels  30-50 
times  their  earnings  had 
been  similarly  devoid  of 
business  logic. 

“There  was  a lack  of  the 
most  fundamental  analysis 


in  business  decisions.  People  i 
In  China  seem  to  have  jW 

thought:  ‘It  is  so  easy  to 
raise  money1  In  Hong  Kong 
people  thought:  'Buy  it 
today,  tomorrow  it  can  dou- 
ble’," said  Mr  Yung. 

The  “red  chip"  mania  was 
the  most  glaring  example  of 
the  frothiness  of  a stock 
market  and  property  bubble 
in  Hong  Kong  that  burst  in 
late  1997,  pushing  the  terri- 
tory into  a severe  recession 
last  year. 

Recently,  there  has  been  a • 
replay  of  the  situation  with 
loans  to  other  provincial 
investment  companies  on 
ton  roads  and  power  projects 
backed  by  Chinese  state  or 
municipal  authorities. 

Foreign  investors  in  toll 
roads,  power  plants  and 
other  infrastructure  projects 
in  China  have  learned  that 
certain  projects  that  they 
believed  had  offered  a mini- _ 
mum  return  on  their  invest-^ 
monts  might  not  be  able  to 
make  these  payments. 

Citic  Pacific  announced 
earlier  this  month  it  was 

selling  stakes  in  a toll  road 
and  two  water-treatment 
plants  that  promised  such 
returns.  Mr  Yung  said  his 
company  bad  had  no  prob- 
lem receiving  payments,  but 
was  concerned  about  the 
reliability  of  the  returns 
going  forward. 

Hong  Kong  bank  sector  rides 
out  the  storm,  Page  24 


Bank  sale  deadline  nears,  but 


selling  off  the  state 
against  the  grain  in 

The  political  obstacles  to  privatisation  are 
still  formidable  in  spite  of  the  need  for  new 
revenue  sources,  writes  Farfian  Bokhan 


Khawaja  Asif  always 
knew  be  would  have  his 
work  cut  out  for  him. 
As  chairman  of  Pakistan's 
privatisation  commission  Mr 
Asif  is  anxious  to  see  the 
successful  sale  of  Habib 
Bank,  the  country’s  largest, 
by  tomorrow  after  two  ear- 
lier deadlines  passed  without 
a credible  buyer  emerging. 
That  would  be  the  good 
news. 

The  bad  news  is  that  an 
ugly  protest  against  aspects 
of  privatisation  has  been 
threatened. 

Employees  of  Sui 
Southern,  one  of  Pakistan's 
two  gas  companies,  have 
said  they  would  set  fire  to 
themselves  outside  the  par- 
liament building  in  protest 
at  the  sacking  of  500  employ- 
ees earlier  this  year.  The 
sackings  were  part  of  a man- 
agement plan  to  reduce  the 
company's  costs  in  prepara- 
tion for  its  privatisation. 

While  banks  have  man- 
aged to  get  away  with  sack- 
ing workers,  other  public 
sector  companies  have  been 
promised  a fightback  by 
unions. 

The  privatisation  pro- 
gramme is  essential  for  the 
country  to  help  reduce  large 
budget  deficits,  driven  up 
year  after  year  by  public  sec- 
tor losses.  It  is  a difficult 
choice  for  a country  that 
went  down  the  path  of  large- 
scale  nationalisation  in  the 
early  1970s  followed  by  grow- 
ing corruption  and  Ineffi- 
ciency in  state-owned  com- 
panies. 

For  the  moment,  Mr  Asif 
is  mainly  pre-occirpied  with 
Habib  Bank,  the  sale  of 
which  would  give  impetus  to 
the  programme  and  help  to 
improve  official  revenues. 
Pakistan  is  bound  under  an 
International  Monetary 
Fund  programme  to  reduce 
its  budget  deficit  by  more 
than  2 per  cent  of  gross 
domestic  product,  bringing  it 
down  to  3.3  per  cent  of  GDP 


next  year.  The  last  two  dead- 
lines for  Habib  Bank,  which 
has  more  than  1,700 
branches  in  Pakistan  and  65 
branches  worldwide  employ- 
ing a total  of  22,000,  were 
extended  mainly  because  of 
concerns  that  the  prospec- 
tive foreign  buyers  may  not 
have  received  subsequent 
clearance  from  offshore  lic- 
ensing authorities. 

The  offers  came  from  four 
groups  of  investors  mainly 
backed  by  Middle  Eastern 
businesses,  and  Daewoo  cor- 
poration of  South  Korea. 
None  had  previous  experi- 
ence of  running  a global 
banking  network. 

Habib  Bank  managed  to 
record  operating  profits  last 
year  of  Rslbn  (319m)  after  a 
loss  of  Rs2.7bn  the  year 
before.  However,  its  bad  loan 
portfolio  of  Rs38bn  consti- 
tutes a quarter  of  all  non- 
performing assets  in  the 
Pakistan  banking  system. 

The  authorities  are  hop- 
ing Habib's  sale  will  give 
momentum  to  the  pro- 
gramme. “We're  now 
warming  up  and  we're  con- 
centrating on  three  or  four 
transactions,”  says  Mr  Asif, 
chairman  of  the  privatisa- 
tion commission.  “If  we  can 
successfully  complete  these, 
the  process  will  develop  its 
own  dynamics." 

Next  on  offer  after  Habib 
is  expected  to  be  United 
Bank,  the  Karachi  Electric- 
ity Supply  Corporation, 
which  serves  the  city  of 
Karachi,  and  Pakistan  Tele- 
communications Corpora- 
tion, tbe  national  telecoms 
company.  These  are  among 
the  largest  from  a group  of 
53  companies  eventually  pro- 
posed to  be  privatised,  rais- 
ing more  than  $20bn  in  the 
next  four  to  five  years, 
according  to  the  World 
Bank. 

While  97  companies  have 
already  been  privatised,  with 
receipts  of  more  than 


goes 

Pakistan 


Rps60bn,  analysts  say  that 
the  heart  of  the  public  sector 
has  not  come  on  board  yet. 

Officials  say  that  investor 
confidence  is  likely  to 
improve  in  coming  months, 
after  a recent  agreement 
with  the  IMF  for  a new  loan 
of  $575m.  Pakistan  has  also 
restructured  bilateral  debt  of 
about  $3.3bn  with  its  Paris 
club  (official)  creditors.  The 
government  says  that  it 
hopes  to  conclude  negotia- 
tions soon  to  restructure  at 
least  $lbn  in  commercial 
debt 

Critics  are  unconvinced. 
Investor  confidence  has  suf- 
fered badly  in  the  past  two 
years,  for  a number  of  rea- 
sons. Until  recently,  the  gov- 
ernment's main  anti-corrup- 
tion agency  has  relentlessly 
pursued  Investigations  into 
alleged  corruption  in  19  pri- 
vate power  generation  com- 
panies, many  with  foreigi^ 
participation.  ^ 

No  evidence  of  alleged 
“kickbacks"  or  bribes  involv- 
ing the  previous  government 
of  Benazir  Bhutto,  with 
which  the  power  companies 
concluded  their  contracts, 
has  been  made  public.  Crit- 
ics say  the  campaign  was  a 
political  vendetta,  meant  to 
prove  that  foreign  invest- 
ment under  the  former 
regime  was  primarily 
designed  to  deliver  bribes  to 
officials  in  Ms  Bhutto’s  gov- 
ernment. "People  are  genu- 
inely frightened  after  the  pri- 
vate power  experience."  says 
Zahid  Zaheer,  secretary  gen- 
eral of  the  Overseas  Cham- 
ber of  Commerce  and  Indus- 
try, the  umbrella 
organisation  of  foreign  busi- 
nesses in  Pakistan. 

There  are  also  complaints 
about  long  delays.  Telecom 
privatisation,  for  instance, 
was  first  announced  eight 
years  go. 

“The  long  list  of  broken 
schedules,  especially  on  tele- 
coms has  made  many  inves- 
tors wary,"  says  Abid  Naqvu 
chief  analyst  at  Karachi's 
Taurus  securities  equity 
house. 

“It  may  take  a while  for 

confidence  to  recover." 
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Malaysia  calls  for  help 
in  combating  viruses 


By  Sheila  McNulty 
in  Kuala  Lumpur 


Malaysia  is  calling  on 
volunteers  to  help  the 
authorities  combat  two 
deadly  viruses  emanating 
from  pigs  that  have  killed 
more  than  60  people. 

Chua  Jui  Meng,  health 
minister,  said  the  volunteers 
were  needed  to  help  spread 
disinfectant  and  detergent 
around  pig  forms  to  contain 
the  epidemic. 

Eight  soldiers  involved  in 
the  clean-up  operations  were 
reported  admitted  to  hospital 
with  viral  symptoms. 

They  were  part  of  a 2.000- 


strong  team  from  the  army, 
police,  fire  and  rescue 
department,  veterinary  ser- 
vices and  local  councils  who 
have  been  working  mostly  to 
kill  and  bury  356.000  pigs. 

The  authorities  had  in  the 
months  since  the  outbreak 
began  in  October  blamed  the 
deaths  solely  on  Japanese 
Encephalitis,  which  is 

spread  from  pigs  to  humane 

via  mosquitoes. 

They  had  fumigated 
infected  areas  to  kill  mosqui- 
toes and  recommended 
immunisations  against  the 
virus,  called  Hendra.  But 
deaths  had  continued  to 
mount 


In  March,  they  announced 
that  another  virus,  similar  to 
Hendra.  was  also  to  blame. 
The  Hendra-like  virus  is 
believed  to  be  spread  to 
humans  through  direct  con- 
tact with  live,  infected  pigs, 
and  is  thought  to  be  killed 
by  disinfectant  and  deter- 
gent 

Opposition  politicians 
have  been  critical  of  the 
authorities'  failure  to  seek 
outside  assistance  and 
identify  the  second  virus 
sooner. 

Malaysia  has  finally  called 
in  experts  from  the  US  Cen- 
tre for  Disease  Control  and 
Prevention  and  Taiwan. 


f 


* 


FINANCIAL  TIMES  TUESDAY  MARCH  30  I9v9 


ma  t>c,„«  • 


*5*3:.'  • . 


■ • V"*',  - 

^'S  f: 

” V. , 5i l 


f '•  ' 

, : » r-  • 

+ • V*. 


< V 
^ ■"*.  J 


INTERNATIONAL 


Teething  troubles  abound  as  Nigeria  tries  to 
wean  itself  off  state  ownership  of  industry 


Privatisation  is  a key  element  in  attempts  to  revitalise  the  economy.  But  vested  interests,  regional 
rivalry  and  fears  of  corruption  have  led  to  confusion  and  delay,  reports  William  Wallis 

tClals  *panimw’  W^ich  could  - if  it  and  oQ  refineries  to  Nigeria’s  decades  of  centralised  raili-  assembly  i 

. ate‘owned  attracts  the  right  foreign  debt-ridden  airline.  tary  rule  In  Nigeria.  State  out  the  deb 

Kin,**  . company,  partners  - bring  in  the  big-  This  has  renewed  public  ownership  has  played  an  the  details 


W Nigeria's  state-owned 
electricity  company. 
Nepa,  were  asked  the  cause 
of  a recent  nationwide  power 
cut.  tbeir  response  was  to 
remain  silent. 

Was  it  the  storms  outside? 
Or  was  this  the  swansong  of 
the  last  functioning  gas 
turbines  at  a thermal 
plant? 

At  Nepa  headquarters  in 
the  commercial  capital, 
Lagos,  officials  passed  the 
question  up  and  down  the 
stairwell.  But  the  roar  of  a 
diesel  powered  generator 
outside  the  building  floored 
their  attempts  to  persuade 
that  all  was  well. 

To  make  up  for  the  fail- 
ures of  the  national  electric- 
\ ity  grid,  Nigerian  business  is 
v spending  millions  of  dollars 
each  year  on  fuel  for  its  own 
generators.  The  state,  mean- 
while. is  unable  to  afford 
even  basic  maintenance  of 
its  collapsing  utilities. 

If  an  increasing  number  of 
Nigerians,  including  the  mil- 
itary head  of  state.  Abdulsa- 
lami  Abubakar.  now  favour 
privatisation  as  the  route 
out  of  the  current  economic 
cul-de-sac.  a diminishing 
number  are  able  to  explain 
how  and  when  it  will  take 
place. 

Ten  months  after  Gen 
Abubakar  took  office  and 
pledged  to  sell  off  or  com- 
mercialise more  than  40 
state-owned  companies,  his 
programme  is  in  limbo.  The 
plan  was  ambitious:  to  make 
irreversible  progress  towards 
the  commercialisation  of  key 
utilities,  symbolically  sell 
some  of  the  smaller  compa- 
i nies  and  the  oil  refineries. 
- and  thereby  tie  the  elected 
government  he  intends  to 
hand  over  to  by  the  end  of 
May  into  continuing  the  pro- 
gramme. 

Familiar  Nigerian  prob- 
lems have  intervened.  The 
most  damaging  has  been  a 
turf  war  between  competing 
government  advisory  bodies 
for  control  of  the  pro- 
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gramme,  which  could  - if  it 
attracts  the  right  foreign 
partners  - bring  in  the  big- 
gest inflow  of  investment 
Nigeria  has  seen  outside 
the  upstream  oil  and  gas 
sector. 

This  first  battle  appears  to 
have  been  resolved  with  the 

dismissal  this  month  of  the 
board  of  the  Bureau  of 


fears  that  privatisation  is 
intended  less  as  the  motor  of 
national  economic  growth 
than  as  a route  to  the 
further  enrichment  of  the 
generals  and  their  cronies. 

The  response  from  the 
camp  of  the  presidentelect 


For  advocates  of  privatisation, 
disappointment  that  the  outgoing 
military  administration  has  been  unable 
to  stick  to  its  plans  is  now  outweighed 
by  worries  that  the  incoming  civilians 
will  be  even  less  effective 
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Public  Enterprises,  and 
the  sidelining  of  its 
influential  chairman.  Hamza 
Zayyad. 

His  own  commitment  to 
privatisation  during  12  years 
of  involvement  in  a faltering 
programme  was  questioned 
by  some  critics.  But  another 
one  looms:  between  the  out- 
going military  administra- 
tion and  the  incoming  presi- 
dent elect.  Olusegun 
Obasanjo.  and  his  People's 
Democratic  party. 

Officials  connected  with 
the  recently  inaugurated 
National  Council  on  Privati- 
sation - chaired  by  Gen 
Abubakar's  deputy.  Mike 
Akhigbe  and  including  the 
finance  and  planning  minis- 
ters - say  their  plans  are 
now  modest  and  well  behind 
the  target  outlined  to  the 
IMF  in  January. 

“All  we  hope  to  do  before 
the  handover  in  May.  is  put 
the  legal  and  institutional 
framework  in  place.”  said 
one. 

Yet.  there  has  been  consid- 
erable speculation  about  a 
“rush"  by  the  outgoing 
administration,  to  sell  off. 
and  grab  a stake  in  every- 
thing from  fertiliser  plants 


Bank  chief 
forecasts 
2.5%  growth 


£ By  Judy  Dempsey  in  Jerusalem 

Israel's  economy  will  grow 
2.5  per  cent  this  year  while 
inflation  will  fall  to  4 per 
cent,  Jacob  Frenkel,  gover- 
nor of  the  Bank  of  Israel, 
said  yesterday. 

His  remarks  coincided 
with  a cut  of  0.5  per  cent  in 
the  key  lending  rates,  to 
take  effect  next  month. 
While  it  will  bring  down 
interest  rates  to  12.5  per 
cent,  real  interest  rates  are- 
more  than  8 per  cent  once 
inflation  expectations  are 
taken  into  account. 

“The  BOI  might  be  just  a 
bit  too  optimistic  in  its  fore- 
casts,” said  Christa  Marti, 
senior  economist  at  War- 
burg, Dillion  Read,  the 
investment  bank. 

The  bank  has  set  a growth 
forecast  of  1.7  per  cent.  “Its 
monetary  policy  has  been 
kept  tight  to  reduce  infla- 
tion. But  the  price  is  lower 
growth.”  The  economy  grew 
2 per  cent  last  year 
but  recorded  a 0.4  per 
cent  fall  in  per  capita 
GDP. 

Mr  Frenkel,  however, 
insisted  he  would  continue 
to  adopt  a "cautious'”  mone- 
tary policy,  given  the  “con- 
tinuing uncertainty”  in  the 
global  economies. 

His  priority,  he  added,  was 
to  keep  inflation  under  con- 
trol while  preventing  any 
significant  devaluation  of 
the  shekel. 

Last  year,  after  the  eco- 
nomic crisis  in  Russia  and 
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has  been  to  pour  cold  water 
on  the  plans,  thereby  casting 
doubt  on  its  own  commit- 
ment to  this  key  sector  of 
economic  reform  which  is 
vital  to  IMF  support. 

Underlying  the  confusion 
are  some  of  the  same  ten- 
sions which  have  led  to 


decades  of  centralised  mili- 
tary rule  in  Nigeria.  State 
ownership  has  played  an 
important  role  in  the  politi- 
cal dominance  of  the  Moslem 
north.  While  many  influen- 
tial northerners  appear  to 
have  accepted  the  principle 
of  privatisation  noiv.  Tears 
remain  that  the  sale  of  pub- 
lic enterprises  from  which 
their  patronage  power  has 
derived,  will  benefit 
southern  rivals  who  control 
most  other  aspects  of  the 
economy. 

Disagreements  over  the 
relative  merits  of  golden 
shares  and  other  side  issues, 
have  thus  taken  up  valuable 
time  when  work  on  the  com- 
plex regulatory  framework 
and  due  diligence  reports 
has  not  begun. 

For  advocates  of  privatisa- 
tion. disappointment  that 
the  outgoing  military  admin- 
istration has  been  unable  to 
stick  to  its  plans  is  now 
outweighed  by  worries  that 
the  incoming  civilians 
will  be  even  less 
effective. 

The  list  of  potential  obsta- 
cles is  long.  The  national 


assembly  is  likely  to  string 
out  the  debate  and  scrutinise 
the  derails.  There  are  fears 
that  members  may  be 
vulnerable  to  Financial 
inducements  Trora  those 
with  vested  interests  in 
prolonging  state  owner- 
ship. 

Meanwhile  the  unions  are 
struggling  Vj  reassert  them- 
selves after  years  of  repres- 
sive mill  tar.  rule. 

"When  the  first  man  goes 
into  N'epa  to  carry  out  due 
diligence,  he  may  be  stuck 
for  months  before  getting 
any  answers.  They  are  all 
afraid  of  losing  their  jobs."  a 
financial  official  adds. 

Confronted  with  low  oil 
prices  and  a deepening  eco- 
nomic crisis.  Gen  Obasanjo 
will  ultimately  have  little 
choice  but  tu  plough  ahead. 
When  he  takes  over  there 
will  be  no  room  for  spending 
on  decrepit  steel  mills  and 
collapsing  refineries. 

And  without  reliable 
power  and  communications, 
dreams  of  an  economic 
revival  for  Africa’s  most  pop- 
ulous stale,  are  likely  to 
remain  just  that. 


A tangle  of  electricity  cables  In  the  commercial  capital  Lagos.  Power  to  poorer  neighbourhoods  is 
intermittent  at  the  best  of  times  wHte  Industry  is  forced  to  use  expensive  cfiesel  generators 


south-east  Asia.  Mr  Frenkel 
increased  interest  rates  by 
four  percentage  points  in  a 
bid  to  stem  inflation  and  pre- 
vent any  run  on  the  shekel 
which  last  year  lost  10.2  per 
cent  in  value  against  the  US 
dollar. 

The  economy  has  been  flat 
for  nearly  three  years,  partly 
because  the  large  Russian 
immigration,  which  reached 
about  170,000  a year  between 
1990  and  1995,  slowed  to  less 
than  50.000  a year. 

The  new  immigrants 
fuelled  a consumer  boom 
which  led  to  growth  of  6.9 
per  cent  in  the  mid  1990s.  It 
also  boosted  the  construc- 
tion sector  which  last  year 
Fell  4.2  per  cent  compared 
with  a decline  of  1.7  per  cent 
the  previous  year. 

Israel's  economy  has  also 
been  hit  by  the  global  crisis, 
with  exports  to  south-east 
Asia  falling  as  much  as  20 
per  cent  last  year. 

But  ultimately,  the  econ- 
omy is  in  transition,  shifting 
from  a low  valued-added 
economy  to  one  increasingly 
based  on  electronics  and 
other  high  technology  indus- 
try. 

As  a result,  unemployment 
has  risen  from  6.7  per  cent  in 
1996  to  8.6  per  cent  last  year. 
Mr  Frenkel  said  he  expected 
little  change  this  year, 
which  will  not  bode  well  for 
Benjamin  Netanyahu  as  he 
seeks  re-election  as  prime 
minister  in  the  May  17  polL 
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Tomorrow  will  you  be  the  dinner? 
Or  the  diner? 


f It’s  a predatory  world.  But 
you  can  stay  on  top  of  it  with 
the  help  of  85,000  people  world- 
wide who  know  that  solutions 
that  help  you  compete  are  the 
only  ones  that  belong  on  the 
table.  Together,  we  can  think 
L and  do  more.  Who's  hungiy? 
L www.ey.com 
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EU  offers  olive  branch  on  aircraft  noise 


Bv  Kchad  Smith  In  Brussels 

and  6uy  de  JonquififBS 

hi  London 

The  European  Union 
yesterday  averted  the  imme- 
diate threat  of  a trade  con- 
flict with  the  US  by  postpon- 
ing for  a month  adoption  of 
rules  to  curb  aircraft  noise 
and  promising  to  consider 
changes  to  the  legislation. 

The  decision,  by  EU  trans- 
port ministers  in  Brussels, 
was  welcomed  by  Rodney 
Slater,  the  US  transportation 
secretary,  who  visited 


Europe  last  week  to  urge'EU 
members  to  delay  a decision. 

Yesterday's  move,  coupled 
with  plans  by  the  two  sides 
soon  to  start  talks  on  resolv- 
ing the  dispute,  is  expected 
to  dissuade  the  US  Senate,  at 
least  temporarily,  from  car- 
rying out  a threat  to  ban 
British  Airways  and  Air 
France  Concorde  flights  in 
retaliation  against  the  EU 
proposal. 

The  Senate  began  a two- 
week  recess  at  the  weekend. 
David  Aaron.  US  commerce 
under  secretary',  said  he  did 


not  expect  it  to  act  as  long 
as  the  planned  talks  with  the 
EU  continued. 

The  original  EU  proposal 
would  have  prevented  air- 
craft fitted  with  husb  kits 
from  flying  in  the  EU  after 
April  1 2002  unless  they  were 
already  operating  there 
before  April  1 this  year. 

The  proposal  could  force 
airline  companies  to  buy 
new  aircraft  to  meet  interna- 
tional standards  an  noise 
reduction.  US  airlines  say 
the  EU  hush  kit  restrictions 
could  cost  them  Slbn. 


EU  transport  ministers 
agreed  that  the  directive 
would  be  adopted  intact  by 
April  29.  except  that  the 
exemptions  for  aircraft 
already  using  bush-kits 
would  apply  from  that  date 
rather  than  April  1. 

Neil-  Kinnock,  transport 
commissioner,  said  talks 
with  the  US  would  intensify 
over  the  next  few  months.  If 
they  produced  proposals  that 
met  US  concerns  and  satis- 
fied EU  objectives,  the  Euro- 
pean Commission  would  pro- 
pose amendments  for 


approval  by  EU  members 
and  the  European  Parlia- 
ment 

“Now  we  have  the  cer- 
tainty' of  the  EU  and  US 
working  together  to  try  to 
achieve  global  standards  for 
noise  reductions.  Many  had 
expected  a G unfight  at  the 
OK  Corral.  Now  we  have  the 
Little  House  on  the  Prairie, n 
Mr  Kinnock  said. 

The  US  has  asked  the  EU 
to  co-operate  with  it  on  for- 
mulating a new  set  of  noise 
reduction  rules  that  would 
be  accepted  globally.  Mr 


Aaron  called  the  offer 
unprecedented,  but  said  the 
EU's  decision  to  adopt  its 
noise  legislation  on  April  29, 
before  talks  with  Washing- 
ton had  even  begun,  was  pre- 
mature. 

Assuming  the  EU  and  US 
can  agree  on  changes  to  the 
legislation,  it  could  take  IS 
months  to  get  the  amend- 
ments approved  by  the 
Europe’s  parliament  and 
member  states.  However 
that  would  be  enough  to 
ensure  changes  were  In 
place  by  April  2002. 


Construction 

machine  sales 
hit  record 


MEMBERSHIP  OF  WORLD  TRADE  BODY  US  OFFICIALS  OPTIMISTIC  OF  EVENTUAL  DEAL  AFTER  DISCUSSIONS  WITH  CHINESE  LEADERS 

China  enters  last  lap  in 
talks  on  joining  WTO 


By  James  Kynge  in  Beijing  tive  progress  appeared  genu- 

- me.  Ms  Barshefskv  is  expec- 

The  US  said  yesterday  it  had  ted  to  leave  Beijing 
entered  the  final  stages  in  today. 

on  Beijing's  proposed  It  was  far  from  certain, 
entry  into  the  World  Trade  however,  that  the  US  and 
Organisation  amid  a host  of  China  would  be  able  to  reach 
new  signs  that  strains  in  the  even  an  outline  WTO  agree- 


jd  genu-  opposition  to  Nato's  bomb- 
s expec-  ing  of  Yugoslavia  and  allega- 
Beijing  tions  in  Washington  that 
Beijing  connived  to  steal 
certain,  nuclear  secrets  from  a US 


bilateral  commercial  rela- 
tionship have  eased. 

“We  are  all  cautiously 
optimistic  tbat  a deal  can  be 
done  but  as  in  any  good 
negotiations,  sometimes  the 


however,  that  the  US  and  laboratory- 
China  would  be  able  to  reach  China  is  keen  to  divorce 
even  an  outline  WTO  agree-  its  commercial  relationship 
ment  in  time  for  Mr  Zhu's  with  other  aspects  of  engage- 


ment in  time  for  Mr  Zhu's 
visit  to  the  US  from  April  6 
to  14.  Although  differences 
were  being  closed  by  inten- 
sive negotiations,  many 
remained.  One  official  said 


ment.  A senior  trade  minis- 
try official  said  yesterday 
tbat  Beijing  was  keen  to 
improve  the  investment 
environment  for  companies 


most  difficult  issues  are  left  that  the  talks  could  drag  on  as  a way  of  boosting  flagging 


Daley  added.  He  said  it  was 
clear  that  Beijing  really- 
wanted  a WTO  deal,  despite 
differences  of  opinion  on  the 
issue  within  the  govern- 
ment. 


foreign  direct  investment 

Foreign  companies  would 
be  allowed  to  form  joint  ven- 
tures with  local  trading  com- 
panies. thereby  winning  the 


to  the  very  end."  said  Wil-  for  several  months.  foreign  direct  investment 

liam  Daley,  the  US  com-  But  the  immediate  indlca-  Foreign  companies  would 
merce  secretary,  after  talks  tions  seemed  heartening.  Mr  be  allowed  to  form  joint  ven- 
yesterday  with  Zhu  Rongji.  Daley  said  that  Mr  Zhu  had  tures  with  local  trading  com- 
China's  premier.  given  “very  positive"  parties,  thereby  winning  the 

“We  are  getting  down  to  answers  to  the  questions  of  right  to  import  and  export 
the  5nal  negotiations."  Mr  US  businessmen  on  whether  and  distribute  goods  in  the 
Daley  added.  He  said  it  was  US  companies  would  be  able  domestic  marketplace,  the 
clear  that  Beijing  really  to  invest  in  telecoms  ser-  official  added.  She  also 
wanted  a WTO  deal,  despite  vices  and  export  equipment  promised  a "major”  deregu- 
differences  of  opinion  on  the  to  China.  Currently,  foreign  lation  of  China's  partially 
issue  within  the  govern-  companies  are  not  permitted  closed  retail  market, 
ment.  to  invest  directly  in  telecoms  The  US.  too.  seemed  ready 


The  arrival  of  Charlene  service  enterprises  and  Bei- 
Barshefsky,  the  US  trade  jing  has  discouraged  the 


representative,  in  Beijing 
yesterday  was  another  posi- 
tive signal  that  real  possibili- 


ties for  a WTO  deal  exist.  Ms  a welter  of  disputes  in  other 
Barshefsky  had  not  been  areas  of  the  relationship 
expected  to  visit  Beijing  for  including  US  criticism  over 
a second  time  this  month  China's  human  rights 
unless  chances  of  substan-  record,  China's  vehement 


US  companies  would  be  able  domestic  marketplace,  the 
to  invest  in  telecoms  ser-  official  added.  She  also 
vices  and  export  equipment  promised  a "major"  deregu- 
to  China.  Currently,  foreign  lation  of  China's  partially 
companies  are  not  permitted  closed  retail  market, 
to  invest  directly  in  telecoms  The  US.  too.  seemed  ready 
service  enterprises  and  Bei-  to  ease  restrictions.  William 
jing  has  discouraged  the  Reinsch.  under  secretary'  at 
import  of  telecoms  equip-  the  US  bureau  of  export 
ment.  administration,  said  that  a 

The  progress  came  despite  2.000  MTC»PS  (millions  of 
a welter  of  disputes  in  other  theoretical  operations  per 
areas  of  the  relationship  second!  limit  on  computer 
including  US  criticism  over  chip  sales  - which  bars  a 


William  Daley  greets  Zhu  Rongji  before  talks  with  the  Chinese  leader  yesterday 


significant  number  of  US 
chip  exports  from  China  - 


was  under  review  and  likely 
to  be  adjusted. 

The  ceiling  is  low  enough 
to  mean  that  Intel's  Pentium 
HI  Xeon.  which  is  due  to  be 


launched  before  June,  would 
be  kept  out  of  China.  Liu 


leader,  said  that  US  restric- 
tions on  exports  would 


Chuanzhi.  the  chairman  of  merely  hand  the  market 
Legend  computer  and  the  over  to  competitors  from 
Chinese  computer  industry  Europe  and  other  places. 


DALEY  MISSION  CONTRACTS  FOR  TELECOMS,  AEROSPACE,  POWER  AND  ENERGY  COULD  HELP  EASE  TENSIONS  OVER  TRADE  SURPLUS 


String  of  trade  deals  awarded  to  US  companies 


By  Janes  Kynge  in  Beijing 

China  announced  deals  for 
US  companies  in  telecoms, 
aerospace,  power  and  energy 
sectors  yesterday  in  a move 
that  could  help  reduce  ten- 
sion over  Beijing's  large 
trade  surplus  before  Zhu 
Rongji,  China's  premier,  vis- 
its Washington  next  month. 

Enron  International  China 
Pipeline,  a subsidiary  of 
Enron  Corp,  the  Texas-based 
company,  signed  a memoran- 
dum of  understanding  to 
take  a 45  per  cent  stake  in  a 


$400m  natural  gas  pipeline  it 
would  help  build. 

The  750km  pipeline  would 
be  built  in  co-operation  with 
China  National  Petroleum 
Corporation,  a state  oil  and 
gas  company.  Construction 
could  start  later  this  year. 

US  telecoms  companies 
received  a boost  when  Wi- 
liam Daley,  the  US  com- 
merce secretary,  confirmed 
that  China  was  preparing  to 
adopt  US-developed  CDMA 
mobile  telephone  technol- 
ogy. 

Chinese  officials  have  said 


that  Unicom,  the  second  Chi- 
nese state  carrier,  would 
start  roiling  out  a nation- 
wide CDMA  network  later 
this  year  and  service  40m 
customers  by  2003  - possibly 
meaning  sales  of  more  than 
SlObn  in  coming  years. 

Mr  Daley  said  Mr  Zhu  "did 
indicate  the  use  of  CDMA 
would  be  approved  and  is 
something  he  believes  would 
be  good  for  the  telecoms  sec- 
tor in  China”.  The  main  US 
corporate  winners  from  the 
permission  are  expected  to 
be  Motorola.  Lucent  Tech- 


nologies and  Qualcomm. 

Chinese  airlines  signed  an 
agreement  to  buy  10  Boeing 
737s  worth  $400in  in  a deal 
that  was  first  mentioned 
during  President  Bill  Clin- 
ton’s visit  to  China  last  year. 
The  aircraft,  scheduled  for 
delivery  after  2001.  were  des- 
tined for  Air  China,  Xiamen 
Airlines,  Hainan  Airlines 
and  Wuhan  Airlines. 

The  Boeing  deal  goes  some 
way  toward  allaying  con- 
cerns that  overcapacity  in 
China's  airline  industry 
would  lead  to  a sharp  fall  in 


orders  in  the  next  few  years. 

In  the  power  sector.  Sithe 
China  Holdings,  a US  major- 
ity owned  power  company, 
gained  final  approval  to 
build  and  own  a S454m 
600MW  plant  in  Chibi  city. 
Hubei  province.  The  deal 
could  mean  more  than  S23m 
for  US  contractors  in  the 
near  term,  with  a Westing- 
house  joint  venture  in 
Shanghai  proriding  turbines 
for  the  plant. 

The  plant  is  expected  to 
sell  all  its  power  to  the 
Hubei  Provincial  Electric 


Power  company  under  a 20- 
year  contract. 

The  deals  could  go  some 
way  to  subduing  US  criti- 
cism of  China  for  its  large 
trade  surplus,  which  last 
year  grew  to  S57bn.  They 
may  also  smooth  tbe  path  of 
Mr  Zhu.  who  faces  criticism 
over  China's  human  rights 
record,  allegations  of  Chi- 
nese spying  on  US  nuclear 
installations  and  because  of 
US  perceptions  tbat  Beijing 
has  erected  some  new  barri- 
ers to  foreign  investment 
over  the  past  year. 


By  Peter  Harsh,  recently 
hi  Dulsberg 

Stable  economic  conditions 
and  confidence  over  the  start 
of  the  European  single  cur- 
rency lifted  last  year's  west 
European  sties  of  construc- 
tion equipment  to  the  high- 
est for  a decade,  a report  by 

Off-Highway  Research,  a 
London  consultancy,  shows. 

• The  consultancy,  which: 
monitors  the  construction 
equipment  industry,  said, 
that  west  European  sales  of 
construction  machines  such 
as  excavators,  climbed  12  per 
cent  to  118,296  last  year  from 
105.743  in  1997. 

The  figure  was  a record  - 
beating  the  previous  peak  of 
10630  units  sold,  in  1995. 

Construction  machines 
sold  across  Europe  are  val- 
ued at  about  520bn  a year, 
including  spare  parts. 

Demand  for  the  equipment 
- including  excavators,  load- 
ers and  dump  trucks  (hut 
not  including  cranes,  cement 
mixers  and  cement  pumps  - 
Off-Highway  Research  only 
takes  account  of  75  per  cent 
of  this  sector)  - is  an  under- 
lying measure  of  overall  eco- 
nomic conditions. 

Most  of  the  sales  are 
linked  to  big  projects  such  as 
road  or  bridge  building,  in 
which  government  finance 
plays  a large  part,  as  well  as 
house  building. 

Off-Highway  Research 
says  in  its  annual  review  of 
the  industry  that  sales  of  the 
machines  in  the  second  half 
of  199S  “were  little  short  of 
startling".  This  was  linked 
to  a sudden  release  of  spend- 
ing on  building  projects  by 
west  European  governments. 

Most  had  curbed  public 
spending  in  previous  years 
because  of  the  need  to  meet 
economic  criteria  for  Euro- 
pean monetary  union,  which 
began  on  January  1. 

According  to  the  consul- 
tancy. about  three-quarters 
of  the  total  spent  on  con- 
struction in  Europe  is  linked 
to  public  funds.  Hence,  the 
release  of  government 
money  for  such  projects  led 
to  a boost  in  the  demand  for 
machinery. 

Other  factors  which 
helped,  increase  demand  for 
the'  ^as^ent-i.were  low;, 
inflation  and-"  interest  rates, 
the  consultancy  said.  . . ' 

The  surge  in  demand  bene- 
fited a number  of  big  compa- 
nies which  supply  the  equip- 
ment in  Europe,  including 
Caterpillar  and  Case  of  the 
US.  Liebfaerr  of  Switzerland. 
JCB  of  Britain.  New  Holland 
of  Italy,  and  Volvo  of  Swe- 
den. 

Southern  European  coun- 
tries such  as  Spain  and  Italy 
saw  a particularly  big 
increase  in  sales  of  the 
equipment:  Germany  also 
experienced  an  upsurge  after 


several  years  of  relatively- 
muted  growth. 

Among  the  main  European 
countries,  only  Britain  expe- 
rienced a fall  in  demand,  see- 
ing sales  of  construction 
machines  slip  5 per  cent 
from  just  over  1S.00CJ  in  1997 
to  17.336  in  1998.  The  biggest 
year-on-year  surge  across 
the  continent  was  in  Spain, 
where  sales  increased  42  per 
cent  to  5,777. 

Smaller  European  coun- 
tries saw  Increases  in 
demand,  the  report  indi-. 
cated.  Sales  of  the  equip- 
ment in  the  biggest  four 
economies  (Germany, 
France.  Italy  and  Britain) 
accounted  for  71  per  cent  of 
total  west  European  sales, 
against  78  per  cent  in  1995 
and  Si  per  cent  in  1993. 

.After  last  year's  sales 
growth,  which  followed  a 7 
per  cent  rise  in  1997.  demand 
for  the  equipment  is  likely  to 
fail  back  this  year,  slipping  6 
per  cent  across  the  continent 
against  figures  for  1998.  the 
consultancy  says. 

Demand  for  new  equip- 
ment was  not  significantly 
affected  last  year  by  the 
importing  into  Europe  of 
large  numbers  of  “grey  mar- 

European  construction 
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kef  machines  from  South- 
east Asia.  These  constitute 
equipment  sold  at  relatively 
low  prices  by  some  Asian 
producers  hit  by  weak  condi- 
tions in  their  domestic  mar- 
kets, and  whicb  are  officially 
classed  as  sales  of  second- 
hand equipment. 

Off-Highway  Research’s 
figures  show  that  the 
healthy  trend  in  Europe  was 
tisQTseeu  in  Ngrth  America, 
where  sales  of raw  construc- 
tion machines  rose  9 per 
cent  in  1998  to  169.685.  from 
156.375  in  1997. 

But  in  Japan,  last  year’s 
sales  fell  24  per  cent  to  78,142 
from  103.241  in  1997. 

This  was  a reflection  of 
the  poor  state  of  the  Japa- 
nese construction  industry 
following  the  long  period  of 
weak  economic  growth. 
.Annual  review  of  the  con- 
struction equipment  industry. 
1999,  Off-Highway  Research. 
7 Upper  St.  Martin's  Lane. 
London  WC2  H9DL.  £325. 


Deal  on  third  generation  mobile  phone 
standards  boosts  European  prospects 

Alan  Cane  on  the  significance  of  the  pact  between  Ericsson  and  Qualcomm 


,t^TERWSl.@iiAL  ECONOMIC.  INDICATORS:  BALANCE  OF  PAYMENTS 


Trade  figures  are  giver  in  WHons  of  European  currency  urns  (Ecul  The  Ecu  exchange  raw  shews  the  number  of  national  currency  unite  per  Ecu.  The  nominal  effective 
exchange  rale  is  an  index  with  1990=100 


The  accord  announced 
last  week  between  Qual- 
comm, the  small  US 
manufacturer,  and  Ericsson 
of  Sweden,  one  of  the  tele- 
coms industry  giants,  was 
designed  to  cut  a Gordian 
knot  of  litigation  which  had 
been  hindering  progress 
towards  the  next  generation 
of  mobile  phones. 

The  two  companies  agreed 
to  abandon  lawsuits  against 
each  other,  to  cross-license 
their  respective  patent  port- 
folios and  ■' jointly  support  a 
single  world  CDMA  standard 
with  three  optional  modes 
for  the  next  generation  of 
wireless  communications". 

CDMA  is  an  advanced 
wireless  technology  devel- 
oped by  Qualcomm,  which 
has  been  trying  to  establish 
It  as  the  North  American 
standard.  The  row  had  cen- 
tred on  ownership  of  CDMA 
patents  central  to  the  devel- 
opment of  third  generation 
technology. 

Ericsson,  moreover,  under- 
took to  buy  Qualcomm's 
wireless  equipment  manu- 
facturing plant  in  San  Diego. 
California  and  Boulder.  Colo- 
rado. 

The  GSM  Association,  rep- 
resenting manufacturers  and 
operators  of  the  world's  most 
popular  current  generation 
of  mobile  systems,  hailed  it 
as  a breakthrough,  adding 
that:  “The  tndustry  could 
now  look  forward  to  focus- 
ing on  the  real  technology 
issues  behind  the  develop- 
ment and  evolution  of  third 
generation  wireless  stan- 
dards." 

Some  argue  that  the  agree- 
ment represents  a victory  for 
the  European  GSM  lobby 


over  a fragmented  and  unco- 
ordinated US  mobile  indus- 
try. John  Allen  of  tbe  invest- 
ment bank  ARC  Associates 
says:  “This  was  a battle 
between  David  and  Goliath 
in  which  David  got 
whacked.” 

As  a consequence,  he 
believes,  the  prospects  for 
the  European  standard  GSM 
in  the  US  market  tor  digital 
wireless  services  have  been 
greatly  enhanced.  The  agree- 
ment will  also  boost  hopes 
that  Symbian,  a joint  ven- 
ture between  Ericsson. 
Nokia  of  Finland,  Motorola 
of  the  US  and  Psion  of  the 
UK  will  prevail  over  Micro- 
soft in  providing  the  operat- 
ing system  for  wireless  com- 
munications devices. 

The  row  between  Qual- 


subscribers.  and  US  manu- 
facturers who  fear  they  will 
be  at  a disadvantage  iF 
Europe  is  allowed  to  dictate 
the  standard  for  services 
seen  as  the  future  of  the 
mobile  industry. 

The  issue  generated  suffi- 
cient heat  for  Madeleine 
Albright,  US  secretary  of 
slate,  to  write  to  former 
European  industry  commis- 
sioner Martin  Bangeraann 
pleading  for  fair  play  for  US 
manufacturers. 

Third  generation  services, 
however,  remain  several 
years  away;  there  are.  in  any 
case  doubts  about  whether 
there  will  be  enough  sub- 
scriber demand  for  the  new 
services  to  justify  the  huge 
investment  required. 

Tbe  battle  today  is  tor 


‘This  was  a battle  between  David  and 
Goliath  in  which  David  got  whacked1 


comm  and  Ericsson  was  the 

most  visible  sign  of  the  tur- 
moil enveloping  the  mobile 
communications  industry  as 
it  moves  towards  the  third 
generation  of  mobile  phones 
capable  of  sending  and 
receiving  moving  video 
images,  surfing  the  internet 
and  other  advanced  services. 

Moves  to  establish  a global 
standard  for  such  phooes 
have  been  portrayed  as  a 
battle  between  European 
manufacturers  such  as  Erics- 
son and  Nokia,  keen  to 
repeat  their  success  with 
GSM  now  the  mobile  stan- 
dard of  choice  in  118  coun- 
tries with  324  networks  serv- 
ing more  than  150m 


domination  of  the  second 

generation  market  in  areas 
where  GSM  has  so  far  had 
little  presence.  Qualcomm 
was  the  US  standard  bearer 
for  CDMA  systems:  now  it 
seems  to  have  joined  the 
other  side  in  working 
towards  a common  third 
generation  standard. 

Second  generation  systems 
make  use  of  digital  signals 
and  are  more  efficient  and 
cost-effective  than  the  anal- 
ogue technologies  which 
characterised  the  first  gener- 
ation of  mobile  phones. 

The  cfc  facto  world  stan- 
dard is  GSM.  the  mobile  sys- 
tem of  choice  in  118  coun- 
tries with  324  separate 


networks  serving  more  than 
150m  subscribers.  It  does 
not.  however,  dominate  the 
US  market,  where  first  gen- 
eration phones  still  hold  the 
lion's  share  of  the  market. 
According  to  the  EMC  World 
Cellular  Database,  at  the  end 
of  1998.  more  than  46m 
Americans  had  analogue 
phones  compared  with  Hrn 
using  a digital  technology 
called  TDMA.  some  6.6m 
using  the  digital  technology 
pioneered  by  Qualcomm. 
CDMA,  and  only  some  2.65m 
using  GSM. 

Tbe  development  of  mobile 
telephony  in  the  US  has 
been  hindered  by  regulations 
which  force  tbe  party  being 
called  to  pay  for  the  cost  of  a 
call,  a measure  devised  by 
regional  operators  to  prevent 
their  local  services  being 
cannibalised.  The  US  is 
therefore  in  the  early  stages 
of  tbe  move  to  second  gener- 
ation mobile  services.  It  is. 
in  fact,  the  last  untapped 
market  in  a developed  coun- 
try available  to  GSM  manu- 
facturers and  operators. 

GSM  is  a mature  and  fea- 
ture-rich technology  com- 
pared with  CDMA  or  TDMA. 
And  it  will  be  around  for  a 
long  time.  Technical  devel- 
opments are  making  it  possi- 
ble for  GSM  to  provide  many 
of  the  services  associated 
with  third  generation 
systems.  The  question  raised 
by  last  week's  concord, 
therefore,  is  whether  Erics- 
son and  others  can  use  the 
foothold  presented  by  the 
Qualcomm  agreement  to  fos- 
ter the  use  or  GSM  in  the  US. 
if  it  can.  third  generation 
systems  will  inevitably  have 
a GSM  flavour. 
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Pinochet  legal 


on  hold 


By  John  Mason  and 
Andrew  Parker  in  London 

The  High  Court  in  London 
ruled  yesterday  that  fresh 
legal  challenges  aimed  at 
freeing  General  Augusto 
Pinochet  must  wait  until 
Jack  Straw,  the  British 
home  secretary,  has  decided 
whether  to  renew  govern- 
ment approval  of  Spain's 
extradition  request. 

Three  judges  gave  the 
go-ahead  to  lawyers  for  Gen 
Pinochet,  the  former  Chilean 
dictator  under  arrest  in  the 
UK,  to  challenge  the  govern- 
ment's initial  approval  of  the 
request  and  also  to  launch 
“habeas  corpus"  proceedings 
to  free  the  former  leader  and 
allow  him  to  return  to  Chile. 

However,  they  adjourned 
both  hearings  until  April  15 
at  the  earliest  to  give  Mr 
Straw  sufficient  time  to 
reconsider  his  approval  of 
the  request  from  Spanish 
prosecutors. 

The  moves  follow  last 
week's  ruling  by  the  House 
of  Lords,  the  UK's  most 
senior  court,  that  Gen  Pino- 
chet was  immune  from  pros- 
ecution for  crimes  commit- 
ted before  September  1988. 
when  the  International  Tor- 
ture Convention  was  ratified 
by  the  UK.  but  not  for  those 
committed  after  tben. 

Spain  is  seeking  to  try  Gen 
Pinochet  on  charges  of  tor- 
ture and  conspiracy  to  tor- 
ture. Although  only  10  per 
cent  of  these  relate  to  the 


post  1988  period.  Baltasar 
Carzon.  the  Spanish  magis- 
trate bringing  the  prosecu- 
tion, has  indicated  his  deter- 
mination to  press  on  with 
the  effort.  He  has  since  filed 
details  of  other  crimes  alleg- 
edly committed  after  1988  to 
the  UK  government. 

The  law  lords  also  directed 
Mr  Straw  to  reconsider  his 
granting  of  the  "authority  to 
proceed”  for  the  extradition 
following  its  ruling. 

Lawyers  for  Gen  Pinochet 
told  the  High  Court  that  it 
was  wrong  for  further  pro- 
ceedings to  be  delayed  and 
the  former  dictator  left  in 
"custodial  limbo"  while  Mr 
Straw  made  up  his  mind. 

Giving  judgment.  Lord 
Justice  Laws  said  it  would 
not  be  right  for  the  High 
Court  to  act  "in  such  a way 
as  might  allow  Gen  Pinochet 
to  be  discharged  and  leave 
the  country  without  the  sec- 
retary of  state  fMr  Straw) 
having  the  opportunity  to 
reconsider  the  merits  or  this 
matter". 

Mr  Straw  has  received 
legal  advice  that  he  cannot 
quash  his  decision,  made  in 
December,  which  allowed 
magistrates  to  begin  consid- 
ering the  Spanish  extradi- 
tion request-  Whitehall  offi- 
cials expect  Mr  Straw  to 
stand  by  the  decision, 
although  he  may  have  to 
give  a neiv  "authority  to  pro- 
ceed" that  takes  account  of 
last  week's  ruling  by  the  law 
lords. 


PARAGUAY  CRISIS  PRESIDENTS  RESIGNATION  GIVES  FLEDGLING  DEMOCRACYVITAL  BREATHING  SPACE  AFTER  BITTER  . 

Misplaced  loyalty  ends  Cubas’  rule 


If  Paraguay's  ex-president 
Radi  Cubas  Grau  had  one 
overriding  political  fault,  it 
was  not  ch ringing  jus  friends 
more  carefully.  Mr  Cubas’ 
unbending  loyalty  to  one 
man',  former  general  and 
would-be  coup  leader  Lino 
Oviedo,  plunged  his  govern- 
ment into  a bitter  confronta- 
tion with  both  the  legisla- 
ture and  judiciary  and 
paralysed  bis  ambitious 
political  programme. 

Mr  Cubas'  resignation  on 
Sunday  night  has  at  least 
partly  defused  these  tensions 
and  created  a valuable 
breathing  space  for  the  coun- 
try's fledgling  democracy. 

But  incoming  President 
Luis  Gonzalez  Macchi,  for- 
mer president  of  Congress, 
assumes  control  of  a country 
with  a shrinking  economy 
and  a total  lack  of  consensus 
over  the  democratic  ground 
rules.  Paraguay  also  remains 
traumatised  by  the  recent 
outbreak  of  political  vio- 
lence. 

Mr  Gonzalez  Macchi  him- 
self sparked  controversy  in 
his  acceptance  speech  on 
Sunday  night  by  declaring 
he  would  serve  out  the 
remainder  of  Mr  Cubas' 
term,  until  2003.  Many  con- 
stitutional experts,  and  the 
opposition,  maintain  the 
new  president  is  obliged  to 
call  fresh  presidential  elec- 
tions within  six  months.  A 
refusal  to  do  so  risks  spark- 
ing fresh  tunnoiL 
The  events  of  the  past 
week  have  also  stripped  the 
ruling  Colorado  party  of  its 
two  most  powerful  strong- 
men. Vice-president  Luis 
Maria  Argafla,  assassinated 
last  Tuesday,  controlled  the 


Luis  Gonz6tez  Macchi,  with  his  wife  Susana  Gaft,  after  taking  over  as  president  on  Sunday  night  AP 


party's  principal  faction  with 
an  iron  hand. 

Mr  Oviedo  - who  was 
arrested  after  he  fled  to 
Argentina  before  his  ally's 
fall  - also  had  a fervent  fol- 
lowing both  within  the  party 
and  the  country.  The  party 
has  retained  power  for  over 
half  a century’  and  its  struc- 
tures are  often  indistinguish- 
able from  those  of  the  state. 

Mr  Oviedo  and  Mr  Argana 
had  been  engaged  in  a brutal 
struggle  for  supremacy  in 
the  party,  and  large  sections 


of  the  local  media  have  not 
hesitated  in  branding  Mr 
Oviedo  as  the  vice-presi- 
dent's murderer.  However, 
independent  local  analysts 
caution  that  there  was  as  yet 
no  clear  evidence  as  to  who 
instigated  the  killing. 

Mr  Gonzalez  Macchi.  pre- 
viously shadow  of  his  men- 
tor Mr  Argana.  has  a narrow 
window  of  opportunity  to 
impose  his  leadership  on  the 
feuding  party.  He  also 
appears  willing  to  co-opt 
some  opposition  figures  into 


his  government  in  efforts  to 
ensure  governability  and 
begin  tackling  some  of  the 
country's  urgent  problems. 

The  economy  at  best  stag- 
nated last  year  and  gross 
domestic  product  per  capita 
is  falling.  Polls  last  month 
showed  only  10  per  cent  of 
the  population  thought  they 
lived  better  now  than  under 
the  dictatorship  of  General 
Alfredo  Stroessser.  over- 
thrown in  1989. 

Despite  the  formidable 
problems,  there  was  jubila- 


tion ill  the  capital  Asuncion 
at  the  change  of  president 
and  widespread  relief  in  the 
region  that  the  country's 
democratic  structures  had 
held.  During  the  political 
turmoil  both,  before  and.  after 
last  May's  elections,  the 
armed  forces  scrupulously 
declined  to  intervene  and 
remained  subordinate  to  the 
political  authority. 

Mr  Cubas'  resignation, 
which  headed  off  a Senate 
vote  to  strip  him  of  office, 
was  negotiated  under  inter- 
national tutelage.  Para- 
guay's partners  in  the 
Mercosur  customs  union  - 
Brazil,  Argentina  and  Uru- 
guay - along  with  European 
Union  ambassadors,  the  Vat- 
ican and  the  US,  exercised 
powerful  behind-the-scenes 
influence  to  keep  Paraguay 
on  the  democratic  track. 

“Paraguay  is  still  in  a 
political  transition."  said  a 
political  analyst.  Carlos  Mar- 
tini. "Its  democracy  is  so 
weak  institutionally  that  its 

continuance  is  entirely 
dependent  on  outside  pres- 
sures." Popular  pressure,  in 
the  form  of  mass  demonstra- 
tions by  students  and  farm 
workers  backing  the  Con- 
gress against  Mr  Cubas  also 
played  a constructive  role  in 
securing  a largely  peaceful 
transition. 

Paraguayans  took  to  the 
streets  in  their  thousands  in 
the  capital  on  Sunday  night, 
celebrating  into  yesterday 
morning  under  the  tropical 
rain.  Yet  many  of  those  hail- 
ing Mr  Cubas’  resignation 
probably  celebrated  his  land- 
slide election  victory  last 
May  just  as  fervently. 

Where  did  it  all  go  wrong 


for  Mr  Cubas,  a mild  man- 
nered wealthy  businessman 
seemingly  out  of  place  in  a 
land  of  fire-and-brimstone 
political  orators?  Mr  Cubas 
was  originally  his  party’s 
vice  presidential  candidate, 
with  Mr  Oviedo  heading  the 
ticket  It  was  only  the  jailing 
of  Mr  Oviedo  for  10  years  for 
leading  a 19JH5  coup  attempt 
that  projected  Mr  Cubas, 
much  to  his  own  surprise, 
into  the  presidency. 

In  the  election  campaign 
Mr  Cubas  made  no  secret  of 
his  intention  to  release  Mr 
Oviedo.  But  his  freeing  of  Mr 
Oviedo  by  decree  only  days 
after  assuming  office  led  to 
conflict  with  the  Supreme 
Court,  which  insisted  Mr 
Oviedo  serve  out  his  term, 
and  with  the  legislature, 
which  immediately  threat- 
ened impeachment  A better 
strategy  would  have  been  to 
negotiate  a reduced  term  for 
Mr  Oviedo  with  the  opposi-  ^ . 
tion,  said  Mr  Martini.  V 

Mr  Cubas  appears  to  have 
secured  a deal  giving  him 
immunity  for  acts  commit- 
ted during  his  presidency, 
and  may  even  allow  him  to 
become  a lifetime  senator. 

However,  by  fleeing  to 
Argentina  Mr  Oviedo 
appears  to  have  burnt  his 
bridges.  "The  coward  Oviedo 
has  fled  like  a rat.  Yes  like  a 
rat."  said  one  straight-faced 
TV  news  presenter  yesterday 
morning.  Reprisals  against 
Mr  Oviedo's  supporters,  or 
some  form  of  desperate 
counter  strike  cannot  be 
ruled  out.  further  complica- 
ting the  chances  for  the 
country's  democracy. 
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Navigator  ‘agrees  to  make  guilty  plea’ 


A Marine  navigator  whose 
jet  cut  a ski  gondola  cable  in 
Italy  last  year  has  agreed  to 
plead  guilty  to  obstruction 
and  conspiracy  charges,  a 
Marine  spokesman  said  yes- 
terday. AP  reports  from 
Camp  Lejeune,  North  Caro- 
lina. 

Captain  Joseph  Schweitzer 
was  expected  to  enter  the 
plea  at  a hearing  yesterday 
afternoon  at  Camp  Lejeune. 


the  spokesman  with  Marine 
Corps  Forces  Atlantic  at 
Norfolk.  Virginia,  said. 

Capt.  Schweitzer  was 
accused  of  destroying  a vid- 
eotape that  he  shot  before 
his  radar-jamming  EA-6B 
Prowler  hit  the  gondola 
cable  during  a low-level 
training  flight  in  February 
1998.  All  20  people  inside  the 
gondola  were  killed. 

The  court-martiaJ  of  Capt. 


Schweitzer  had  been  due  to 
begin  late  last  week  with 
jury  selection.  But  discus- 
sions between  government 
lawyers  and  Capt  Schweitz- 
er's defence  team  delayed  iL 

A military  jury  at  Camp 
Lejeune  acquitted  the  jet's 
pilot.  Captain  Richard 
Ashby,  of  manslaughter  and 
other  charges  earlier  this 
month. 

Manslaughter  counts 


against  Capt.  Schweitzer 
were  dismissed  after  the 
acquittal.  But  both  faced  the 
obstruction  of  Justice  and 
conspiracy  charges  because 
of  the  videotape's  disappear- 
ance. Each  charge  carries  a 
maximum  five-year  sen- 
tence. 

Two  crew  members  were 
charged  in  the  accident  but 
those  charges  were  dis- 
missed for  lack  of  evidence. 


US  house  sales  may  have  peaked 

£ 


By  Gautam  Malkani 
in  Washington 


New  single-family  home 
sales  dropped  2 per  cent  drop 
in  February,  suggesting  the 
US  housing  market  has 
peaked. 

Neverthless.  low  unem- 
ployment. strong  income 
gains  and  high  stock  prices 
helped  keep  sales  healthy  at 
a seasonally-adjusted  annual 


rate  of  881.000  according  to 
figures  released  by  the  .US 
Commerce  Department  and 
Department  of  Housing  and 
Urban  Development  yester- 
day. 

Mortgage  rates  have 
increased  from  about  6.75 
per  cent  earlier  this  year  to  7 
per  cent  and  mortgage  appli- 
cations are  running  below 
the  fourth-quarter  level,  sug- 
gesting sales  will  slow  fur- 


ther in  coming  months. 

“The  data  on  housing 
starts  wifi  probably  come  off 
and  if  mortgage  rates  remain 
stable  then  housing  activity 
will  stablise,"  said  Bruce 
Steinberg,  chief  economist 
with  Merril  Lynch. 

The  median  price  paid  for 
new  singie-family  homes 
reached  an  ail-time  high  in 
February,  at  5158,000.  How- 
ever. analysts  said  the  figure 


- up  1.3  per  cent  from  a year 
ago  - would  not  influence 
the  Federal  Reserve's  deci- 
sion on  interest  rates  when 
it  meets  today. 

While  the  jump  in  house 
prices  reflected  continued 
market  strength,  Mr  Stein- 
berg said  it  was  also  caused 
by  “a  shift  away  from  the 
less  expensive  regions  in  the 
south  to  the  more  expensive 
regions  in  the  North". 
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Ted  Stevens 
US.  Senator 

On-in  C.  Hatch 
US.  Senator 

Bob  Graham 
US.  Senator 

Spencer  Abraham 
US.  Senator 

Tim  Johnson 
US.  Senator 

Carl  Levin 
US.  Senator 

Frank  La  u ten  berg 
US.  Senator 

Christopher  J.  Dodd 
US.  Senator 

Dianne  Feinstein 
US.  Senator 


Ojj  the  occasion  of  the  38th  anniversan/  of  the  accession  to  the  throne  of  His  Majesty  King 
Hassan  U,  ihe  National  U.S.  Arab  Chamber  of  Commerce  takes  pride  in  the  bipartisan 
demonstration  of  support  by  undersigned  US  members  of  Congress  and  endorsed  by  J.  Dennis 
Hastert,  Speaker  of  the  House  of  Representatives,  in  recognition  of  the  enduring  friendship  and 
economic  cooperation  which  binds  the  United  States  of  America  with  the  Kingdom  of  Morocco, 
the  first  country  to  recognize  American  independence. 

Congress  ot  tfje  GBmteti  states 

OTasffnngton,  JBC  20515 


CIro  D.  Rodriguez 
Member  of  Congress 

Vernon  EhJers 
Member  of  Congress 

Howard  Coble 
Member  of  Congress 

Bait  Stupak 
Member  of  Congress 

Earl  Hillard 
Member  of  Congress 

Jennifer  Dunn 
Member  of  Congress 

Xavier  Becerra 
Member  of  Congress 

Michael  P.  Forbes 
Member  of  Congress 

Harold  E.  Ford,  Jr. 
Member  of  Congress 


Joseph  Lieberman 
US.  Senator 


STATEMENT  OF  FRIENDSHIP 


Gregory  W.  Meeks 
Member  of  Congress 


Charles  Robb 
US.  Senator 


Elton  GaJlegiy 
Member  of  Congress 


Robert  Torricelli 
U.S.  Senator 

Judd  Gregg 
U.S.  Senator 

Tom  Harkin 
U.S.  Senator 

Richard  Shelby 
US.  Senator 


The  United  States  and  Morocco  share  an  uninterrupted  period  of  friendship 
starting  with  Morocco  being  the  first  nation  to  recognize  the  Independence  of 
the  United  States  of  America  and  to  have  signed  in  1787  a treaty  of  friendship 
and  cooperation,  the  first  of  its  kind  concluded  by  the  young  Republic. 


James  Barda 
Member  of  Congress 

Bill  Clay 
Member  of  Congress 

Carolyn  McCarthy 
Member  of  Congress 

Fred  Upton 
Member  of  Congress 


Robert  Bennett 
US.  Senator 

Charles  Sc  homer 
U.S.  Senator 

Tom  DeLay 
Member  of  Congress 


The  United  States  and  Morocco  continue  to  share  common  values  of  liberty, 
democracy  and  peace  as  well  as  common  interests  and  goals  in  global 
security,  particularly  in  Africa,  the  Middle  East  and  the  Mediterranean 
region. 


Constance  A.  Morelia 
Member  of  Congress 

Barbara  Lee 
Member  of  Congress 

Karen  McCarthy 
Member  of  Congress 


David  E.  Bonier 
Member  of  Congress 

Benjamin  A.  Gilman 
Member  of  Congress 

Henry  Hyde 
Member  of  Congress 

Thomas  J.  Bliley,  Jr 
Member  of  Congress 

Floyd  Spence 
Member  of  Congress 

Sam  Gejdenson 
Member  of  Congress 

John  D.  Dingel! 
Member  of  Congress 

Edward  Markey 
Member  of  Congress 


The  continued  maintenance  of  stability  in  the  Magreb  region  and  its 
environs,  depends  in  great  measure  on  the  capacity  of  Morocco  to  continue 
to  function  as  a stable  and  free  country  for  all  its  people,  advocating 
modernity  and  progress  while  being  respectful  to  its  own  culture  and 
heritage. 

Under  the  leadership  of  His  Majesty  King  Hassan  n,  Morocco  has  repeatedly 
demonstrated  its  resolve  to  foster  the  advancement  of  justice,  democracy  and 
_ Tuiman  .rights  nationaly  and  through  its  rode  in  the  international  community.- 

We  the  undersigned  members  of  the  United  States  Congress  hereby  establish 


John  Conyers 
Member  of  Congress 


"FRIENDS  OF  MOROCCO  IN  THE  UNITED  STATES  CONGRESS" 


Sander  M.  Levin 
Member  of  Congress 

Steven  C LaTourette 
Member  of  Congress 

Charles  Pickering 
Member  of  Congress 

J-D.  Hayworth 
Member  of  Congress 

S ilves  tre  Reyes 
Member  of  Congress 

Ken  Bentsen 
Member  of  Congress 

John  E.  Baldacri 
Member  of  Congress 

Robert  L Wexler 
Member  of  Congress 

John  Cooksey 
Member  of  Congress 


Tom  Campbell 
Member  of  Congress 

Pat  Danner 
Member  of  Congress 

Solomon  Ortiz 
Member  of  Congress 

Charles  Canady 
Member  of  Congress 

Owen  B.  Pickett 
Member  of  Congress 

Eva  Clayton 
Member  of  Congress 

Michael  G.  Oxley 
Member  of  Congress 

Christopher  Cox 
Member  of  Congress 

Harold  Rogers 
Member  of  Congress 

Doug  Bereuter 
Member  of  Congress 

Amo  Houghton 
Member  of  Congress 

Charles  tL  Taylor 
Member  of  Congress 

Tom  Lantos 
Member  of  Congress 

James  Clybum 
Member  of  Congress 

Ray  LaHood 
Member  of  Congress 

Herbert  H.Bateman 
Member  of  Congress 

Eliot  Engel 
Member  of  Congress 

Janies  P.  Moran 
Member  of  Congress 

Ileana  Ros-Lehtinen 
Member  of  Congress 

Lincoln  Diaz-Balart 
Member  of  Congress 


For  the  following  purposes: 

• The  continued  enhancement  of  awareness  of  the  particular  role 
Morocco  and  its  Sovereign  His  Majesty  King  Hassan  II  have  played  and 
can  continue  to  play  in  the  Middle  East  peace  process  stemming  from  first 
bringing  the  parties  together  to  Morocco's  role  in  hosting  the  first  Middle 
East  and  North  Africa  Economic  Summit  in  Casablanca  in  1994 


John  McHugh 
Member  of  Congress 

Peter  King 
Member  of  Congress 

Paul  Gilmor 
Member  of  Congress 

Peter  Hoekstra 
Member  of  Congress 

Henry  Bonilla 
Member  of  Congress 


* The  continued  promotion  of  goodwill  and  understanding  between  our 
two  nations  through  increased  contact  between  respective  parliaments 
with  the  view  to  heighten  the  strides  that  our  two  nations  have  made  in 
unison  aimed  at  the  promotion  of  regional  peace  and  stability  on  the 
foundation  of  tolerance  and  human  dignity  for  all. 


Nita  M.  Lowey 
Member  of  Congress 

Bob  Filn  er 
Member  of  Congress 

Danny  Davis 
Member  of  Congress 

Debbie  Stabenow 
Member  of  Congress 


► The  continued  expansion  of  trade  and  investment  between  our  two 
nations  based  on  the  realization  of  the  unique  advantages  Morocco  offers 
in  tourism,  industry  and  natural  resources,  and  on  the  great  opportunities 
it  offers  for  American  products,  franchises  and  other  commercial  ties  with 
the  region. 


Vito  Fossella 
Member  of  Congress 

Major  R.  Owens 
Member  of  Congress 

Melvin  Watt 
Member  of  Congress 

Carrie  Meek 
Member  of  Congress 


• The  continued  expansion  of  cultural  exchange  between  academic 
institutions,  non-governmental  organizations  and  through  visits  by 
scholars,  political  leaders  and  the  media. 


Bobby  Rush 
Member  of  Congress 

Charles  A.  Gonzalez 
Member  of  Congress 

Thomas  Tancredo 
Member  of  Congress 

Robert  A-  Brady 
Member  of  Congress 


Nicholas  V.  Lampson 
Congressman 


Carolyn  Kilpatrick  Alcee  Hastings 
Member  of  Congress  Member  of  Congress 


Peter  Deutsch  Thomas  M.  Davis  m 

Member  of  Congress  Member  of  Congress 


Dana  Rohrabacher  Nick  J.  Rahall  II  JoeKnoHenbeig  John  E.  Sunumi  Dennis  Kudnich 

Member  of  Congress  Member  of  Congress  Member  of  Congress  Member  of  Congress  Member  of  Congress 


Bob  Clement 
Member  of  Congress 

Sonny  Callahan  Jesse  L.  Jackson,  Jr  James  Hansen  Time  Fowler 

Member  of  Congress  Member  of  Congress  Member  of  Congress  Member 

of  Congress 

Christopher  John  Dave  Camp  Maurice  ffinddey 

Member  of  Congress  Member  of  Congress  Member  of  Congress 
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NORTHERN  IRELAND  LEADERS  ARRIVE  FOR  11TH  HOUR  MEETINGS  AMID  SPECULATION  OVER  REPUBLICANS'  EASTER  MESSAGE  

Premiers  hope  to  rescue  peace  deal  today 


By  John  Murray  Brown 
In  Belfast  _ 

Tony  Blair,  the  UK  prime 
minister,  and  Bertie  Ahern, 
Us  Irish  counterpart,  flew  to 
Northern  Ireland  last  night 
in  an  effort  to  salvage  the 
peace  agreement  signed 
almost  exactly  a year  ago. 
They  arrived  amid  specula- 
tion the  Irish  Republi- 
can Army  may  issue  a state- 
ment saying  its  war  is  over. 


The  two  leaders  are  due  to 
hold  a series  of  meetings 
with  Ulster’s  main  parties  at 
Stormont,  the  Northern 
Ireland  assembly  building, 
today  in  an  effort  to  break 
the  deadlock  over  arms 
decommissioning  to  allow 
the  new  regional  govern- 
ment to  be  set  up. 

The  IRA  traditionally 
issues  a statement  to  mark 
the  1916  Easter  rebellion 
against  British  rule  and 


security  officials  say  republi- 
cans are  likely  to  use  the 
opportunity  to  soften  its  line 
on  arms. 

Mr  Blair’s  office  indicated 
that  tomorrow  was  the  “de 
facto  deadline"  if  agreement 
Is  to  be  reached  before  pa r- 
ides  adjourn  for  the  Easter 
break.  The  Ulster  Unionists 
insist  the  IRA  start  to  dis- 
arm before  members  of  Sinn 
Ffein,  its  political  wing,  can 
take  their  seats  in  cabinet. 


Mr  Blair's  arrival  in 
advance  of  the  first  anniver- 
sary of  the  agreement  is  rais- 
ing hopes  that  a compromise 
formula  can  be  found.  The 
UK  government  is  under- 
stood to  he  considering 
moves  to  withdraw  troops 
from  Northern  Ireland  as 
part  of  a comprehensive 
package  of  confidence-build- 
ing measures. 

However,  Mo  Mowlam,  the 
chief  UK  minister  for  North- 


ern Ireland,  appeared  keen  Unionist  party  leader  and 
to  play  down  expectations  of  the  first  minister  in  the  new 


a breakthrough.  “It’s  always 
useful  to  have  external 
forces  especially  when  we've 


administration,  spent  three 
hours  in  talks  with  Gerry 
Adams,  president  of  Sinn 


been  talking  among  our-  . Ffein-  Mitchel  McLaughlin, 
selves  for  as  long  as  we  the  Sinn  Ffein  chairman,  said 


have.  But  there's  no  miracle, 
there's  no  magic,  there's 
nothing  they  bring  with 
them  that  changes  the 
nature  of  the  Question  we 
have  to  answer." 

David  Trimble,  the  Ulster 


the  exchanges  were  “much 
more  constructive  than  on 
previous  occasions".  Michael 
McGimpsey,  an  Ulster 
Unionist  negotiator,  said  an 
IRA  statement  would  be 
“helpful". 


Thoughts  turn  to  possible  collapse  of  the  year-old  peace  deal 


Shadow  of  unresolved  problems  falls  over 
tense  debate,  says  John  Murray  Brown 


A sense  of  gloom  hung 
over  the  Northern 
Ireland  talks  yesterday 
as  parties  switched  their 
thoughts  to  the  possible  col- 
lapse of  the  peace  agreement 
reached  a year  ago  this 
week.  What  happens  next  is 
fhr  from  clear. 

Mo  Mowlam,  chief  North- 
ern Ireland  minister  in  the 
UK  government,  has  said 
she  will  trigger  the  so-called 
dHondt  procedure  to  set  up 
the  region's  10-member 
power  sharing  executive 
either  tomorrow  or  Thurs- 
day. This  will  give  time  for 
Tony  Blair,  the  UK  prime 
minister,  and  Bertie  Ahern, 
his  Irish  counterpart  - who 
arrived  separately  last  night 
- to  try  to  find  a compro- 


mise formula  on  the  arms 
issue. 

With  agreement,  the  pro- 
cess would  be  relatively 
straightforward.  The  system, 
named  after  a 19th  century 
Belgian,  uses  the  composi- 
tion of  the  assembly  to  deter- 
mine how  many  seats  each 
party  takes  in  the  executive. 
It  also  determines  in  what 
order  the  parties  choose  the 
ministries. 

The  system  is  already  used 
In  the  European  parliament 
for  allocating  seats  on  com- 
mittees and  in  a number  of 
European  countries  for  alloc- 
ating seats  in  multi-seat  con- 
stituency elections.  If  all 
Northern  Ireland  parties 
take  up  their  seats  on  the 
new  executive,  it  would  com- 


prise three  Ulster  Unionists, 
three  representatives  of  the 
moderate  nationalist  Social 
Democratic  and  Labour 
party  and  two  each  for  the 
Democratic  Unionists  and 
Sinn  F6in,  political  wing  of 
the  Irish  Republican  Army. 

If  on  the  other  hand, 
d’Hondt  is  triggered  but  the 
unionists  refuse  to  take  part, 
this  would  produce  the 
result  that  the  SDLP  had 
five  seats,  Sinn  Ffeln  four 
and  the  non-sectarian  Alli- 
ance party  one.  In  that 
event,  Ms  Mowlam  has  made 
it  clear  she  would  not  be 
able  to  transfer  powers  from 
London.  The  peace  process 
would  thus  be  brought  to  an 
abrupt  halt 

At  this  stage,  the  two  gov- 
ernments refuse  to  rule  out  a 
last  minute  deal.  There  was 
speculation  yesterday  that 


the  IRA  may  seek  to  turn 
the  spotlight  on  the  union- 
ists by  taking  a more  concil- 
iatory line  in  its  annnal 
Easter  statement. 

Government  officials 
meanwhile  are  already 
sounding  out  the  parties  to 
establish  just  how  the  accord 
might  be  kept  alive  in  the 
event  of  continued  stalemate 
this  week  - perhaps  through 
some  sort  of  review  mecha- 
nism. 

The  worst  possibility  is 
that  David  Trimble,  the 
Ulster  Unionist  leader, 
would  resign  as  the  region's 
first  minister  before  d'Hondt 
is  run.  He  has  repeatedly 
promised  his  supporters  not 
to  go  into  government  with 
Sinn  Ffein  while  the  IRA  is 
still  retaining  Its  arms,  and 
may  wish  to  quit  before 
being  pushed  by  the  party. 


His  resignation  would  auto- 
matically force  Seamus  Mai- 
Ion,  the  nationalist  deputy 
first  minister  to  step  down 
as  well,  since  the  two  offices 
are  approved  as  a pair. 

But  more  likely  is  that  the 
UUP  will  seek  assembly 
backing  to  have  Sinn  Ffein 
expelled  before  names  are 
put  forward  for  the  execu- 
tive. 

The  motion  is  unlikely  to  be 
carried,  as  it  would  cross 
community  support  from  the 
moderate  nationalist  SDLP. 
But  the  delay  could  well 
drag  proceedings  past  the 
Easter  deadline.  Without  an 
executive  in  place,  the  UK 
parliament  will  also  have  to 
adjourn  on  Thursday  with- 
out having  passed  the  legis- 
lation providing  the  date  for 
the  transfer  of  powers  to 
Northern  Ireland. 


Notice  of  Annual  General 
Meeting  on  23  April  1999 


The  Board  of  Directors  of  Tele 
Danmark  A/S  hereby  invites 
Tele  Danmark's  shareholders  to 
attend  the  Annual  General 
Meeting  which  will  be  held  at 
the  offices  of  Tele  Danmark  A/S 
in  Slet  (Aarhus),  Sletvej  30, 
8310  Tranbjerg  J,  Denmark,  on 
Friday  23  April  1999  at  11:00 

а. m.  The  agenda  will  be  as  fol- 
lows: 

1.  Election  of  the  Chairman  of 
the  meeting. 

2.  The  Board  of  Directors' 
report  on  the  activities  of  the 
Company  during  the  pre- 
ceding year. 

3.  Presentation  of  the  Financial 
Statements,  Including  the 
Auditor's  Report,  together 
with  a resolution  for  their 
approval. 

4.  Resolution  to  discharge  the 
Executive  Committee  and 
the  Board  of  Directors  from 
their  obligations  in  respect 
of  the  Financial  Statements. 

5.  Resolution  regarding 
appropriation  of  profits  or 
covering  of  any  loss,  as  the 
case  may  be,  according  to 
the  adopted  Finandal  State- 
ments. 

б.  The  Board  of  Directors  pro- 
poses that  Tele  Danmark 
A/S'  Articles  of  Association 
be  amended.  The  most 
important  contents  of  the 
proposal  is  as  follows: 

Article  1(2): 

Tele  Danmark  Internet  A/S 
and  Tele  Danmark  Process 
A/S  are  added  as  new 
secondary  names. 

Article  2(1): 

The  registered  office  of  the 
Company  is  amended  to  the 
Municipality  of  Copenhagen 
instead  of  Aarhus. 

Article  4(2): 

The  Company's  stock  will  be 
split  in  shares  of  denomina- 
tions of  DKK  5. 

Article  4a: 

Until  22  April  2004,  the 
Company's  Board  shall  be 
authorized  to  increase  the 
share  capital  by  up  to  DKK 
108,229,770.  The  new 
shares  shall  be  negotiable 
instruments  and  registered 
in  the  name  of  the  holder. 
The  limitation  of  negotia- 
bility under  artide  5 of  the 
Abides  of  Association  shall 
apply.  The  increase  may  be 
effected  by  cash  payment  or 
by  payment  in  values  other 
than  cash.  Subscription  of 
shares  may  disregard  the 
pre-emptive  right  of  share- 


holders. 

Article  5(5): 

it  is  added  that  tile  Board  of 
Directors,  the  Executive 
Committee,  or  any  member 
thereof  may  obtain  proxy 
that  constitutes  more  than 
9.5  per  cent  of  the  voting 
rights. 

Article  8(1): 

The  General  Meetings  of  the 
Company  shall  be  held  in 
Greater  Copenhagen.  The 
meetings  shall  be  convened 
by  a notice  inserted  in  the 
Danish  Official  Gazette  and 
in  one  or  more  Danish  or 
international  daily  news- 
papers. 

Article  12(1): 

Amendment  of  the  provision 
in  such  a way  that  admission 
card  shall  be  obtained  at 
least  5 days  before  the  date 
of  the  General  Meeting,  and 
in  such  a way  that  evidence 
of  the  shareholding  shall 
consist  of  the  last  annual 
transcript  from  the  Danish 
Securities  Centre  or  the  bank 
with  which  the  custody 
account  is  held,  if  the  share- 
holder is  not  recorded  In  the 
Company's  Register  of 
Shareholders,  and  a declara- 
tion from  the  shareholder 
that  he  has  not  disposed  of 
the  shares  in  the  meantime 
or  will  not  dispose  of  the 
shares  before  the  General 
Meeting. 

Artide  14(1): 

Cancellation  of  the  require- 
ment that  at  least  half  the 
voting  stock  shall  be  repre- 
sented at  the  General  Meet- 
ing in  order  for  it  to  consti- 
tute a quorum. 

Artide  14(2): 

Cancellation  of  the  require- 
ment that  at  least  two-thirds 
of  the  voting  stock  shall  be 
represented  at  the  General 
Meeting  in  order  for  it  to 
adopt  resolutions  to  amend 
the  Artides  of  Assodation. 

Artide  17(2-9): 

Introduction  of  an  arrange- 
ment of  alternates  for  the 
members  of  the  Board  of 
Directors  elected  by  the 
shareholders  at  the  General 

Meeting.  Two  alternates  may 
be  elected  for  the  six  mem- 
bers of  the  Board  of  Direc- 
tors elected  by  all  sharehold- 
ers at  the  General  Meeting. 
An  a he  mate  may  be  elected 
for  the  two  members  of  the 
Board  of  Directors  where 
shareholders  with  more  than 
9-5  per  cent  of  the  shares 


abstain  from  voting.  If  none 
of  the  shareholders  possess 
more  than  9.5  per  cent  of 
the  shares,  two  alternates 
may  be  elected  for  the 
whole  Board  of  Directors, 
in  addition  to  that  the  Board 
of  Directors  proposes  that 
changes  for  the  reasons  of 
consistency,  modernization 
and  deletion  of  staled  provi- 
sions in  artides  5(2);  5(9); 

5(1 3-15);  6;  7;  11(2);  12(2- 
3);  16;  17(1)  of  the  Artide 
erf  Assodation  are  carried 
out 

7.  Election  of  members  of  the 
Board  of  Directors,  induding 
the  Chairman  and  the  Vice- 
Chairman,  and  if  desired 
election  of  alternates  for  the 
members  of  the  Board  of 
Directors. 

8.  Election  of  two  Auditors. 

9.  The  Board  proposes  that  the 
Annual  General  Meeting  au- 
thorizes the  Board  of  Direc- 
tors - until  the  next  Annual 
General  Meeting  - to  acquire 
own  shares  at  a nominal 
value  of  up  to  10%  of  the 
share  capital  of  the  Com- 
pany in  accordance  with 
section  48  of  the  Danish 
Companies  Act  The  pur- 
chase price  of  the  shares  in 
question  must  not  deviate 
by  more  than  10%  from  the 
price  quoted  on  the  Copen- 
hagen Stock  Exchange  at  the 
time  of  the  acquisition. 

10.  AOB. 

The  adoption  of  resolutions 
about  the  proposals  submitted 
according  to  item  6 of  the 
agenda  is  subject  to  not  less 
than  two-thirds  of  the  voting 
stock  being  represented  at  the 
General  Meeting  and  moreover 
that  the  resolution  is  passed  by 
not  less  than  two-thirds  of  the 

votes  cast  as  well  as  of  the 

voting  stock  represented  at  the 
General  Meeting. 

If  without  a quorum  being 
constituted  as  aforesaid  at  the 
General  Meeting  in  question 
the  resolution  is  nevertheless 
adopted  by  the  affirmative 
votes  of  two-thirds  of  the  votes 

cast  as  well  as  of  the  voting 
stock  represented  at  the  rele- 
vant General  Meeting,  the 
Board  of  Directors  shall  adjourn 
the  General  Meeting  and 
reconvene  the  Extraordinary 
General  Meeting  within  two 
weeks,  at  which  reconvened 
General  Meeting  the  proposal 
may  be  adopted  by  two  thirds 


of  the  votes  cast  as  well  as  of 
the  voting  stock  represented  at 
the  Extraordinary  General 
Meeting.  In  the  event  that  a 
General  meeting  is  reconvened 
because  the  adjourned  General 
Meeting  was  inquorate,  proxies 
issued  for  the  adjourned  Gene- 
ral Meeting  shall  be  deemed 
valid  also  as  regards  the  recon- 
vened General  Meeting  insofar 
as  they  have  not  been  revoked 
in  writing. 

The  Agenda  for  the  Annual 
General  Meeting  containing  the 
complete  wording  of  the  pro- 
posals, the  Company's  annual 
Finandal  Statements  with  Audi- 
tors' Report  as  well  as  the 
Annual  Report  and  the  Consoli- 
dated Finandal  Statements 
1 998  will  be  available  for 
inspection  by  the  shareholders 
at  the  offices  of  the  Company 
at  the  addresses  stated  below 
from  Wednesday  7 April  1998. 

Any  shareholder  is  entitled  to 
attend  the  AGM  provided  that 
the  shareholder  has  obtained 
an  admission  card.  Admission 
cards  can  be  obtained  by  writ- 
ing or  calling  Den  Danske  Bank 
on  tel.  +45  33  44  51  40  from 
Wednesday  31  March  1999 
through  Tuesday  20  April  1999. 
The  reference  number  used  by 
the  Danish  Securities  Centre 
(Vsrdipapircentralen)  must  be 
stated  in  connection  with  such 
telephone  calls. 

Admission  cards  can,  further- 
more, be  obtained  during  the 
said  period  on  the  presentation 
of  a securities  statement  issued 
by  the  Danish  Securities  Centre 
(Vaerdipapircentralen)  or  by  a 
depositary  bank  at  the  Compa- 
ny headquarters  at  Kannike- 
gade  16,  8000  Aarhus  C, 
Denmark,  or  at  the  Company's 
office  in  Norregade  21,  0900 
Copenhagen  C,  Denmark,  from 
9:30  a.m.  to  4:30  p.m.  Such 
statements  may  not  have  been 
issued  more  than  five  days  prior 
to  presentation. 

A Proxy  and  Annual  Report 
1 998  will  be  forwarded  by  The 
Bank  of  New  York  to  registered 
holders  of  Tele  Danmark's 
American  Depositary  Receipts. 


Tele  Danmark  A/S 
Board  of  Directors 
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PANEUROPEAN  LEGAL  SERVICES  

Firm  spurns  merger  route 
to  move  into  Netherlands 
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David  Trimble?  one  tear  is  diet  j 
he  wffl  resign  as  firs!  minister  j 

Dispute 
over  tax 
delays 
sell-off 

By  Rosemary  Borneo, 

Political  Corresponded  > 

The  government  bQl  to  j 
privatise  the  Commonwealth 
Development  Corporation  I 
has  been  delayed  by  wran-  j 
gling  over  tax  treatment  for  j 
the  new  company.  Govern-  ! 
ment  officials  have  not  j 
agreed  plans  for  the  special  j 
tax  treatment  necessary  to  I 
make  the  CDC.  which  offers 
only  modest  annual  returns, 
attractive  to  Institutional 
investors. 

Allowing  the  CDC.  which 
invests  chiefly  in  infrastruc- 
ture and  agribusiness  pro- 
jects in  developing  coun- 
tries, to  raise  funds  offshore 
was  abandoned  as  politically 
unacceptable.  Creating  a 
new  class  of  taxation  for  all 
companies  investing  in  pro- 
jects in  developing  countries 
was  also  abandoned  as  too 
costly  and  complex. 

Instead,  the  government  is 
drawing  up  special  rules  to 
enable  the  CDC  to  trade  as  if 
it  were  raising  funds  tax 
free.  News  that  the  bill  had 
been  held  up  again  came  just 
days  after  the  CDC  reported 
a £42m  (868.5ml  loss  for  1998. 
its  first  annual  deficit  since 
1954.  The  corporation 
blamed  emerging  market 
turbulence  for  the  loss  and 
said  it  had  to  set  aside  £l55m 
for  losses  in  Asia. 

“This  is  the  government’s 
first  privatisation  and  it's  a 
disaster,”  said  the  opposition 
Conservative  party.  “The 
solution  in  the  tax  problem 
is  to  allow  the  funds  to  go 
offshore.  That's  the  real 
world  of  finance  today.  This 
dithering  will  not  inspire 
confidence." 

The  government  knows  it 
must  attract  institutional 
Investors  to  the  deal  since  it 
is  likely  to  sell  around  60  per 
cent  of  the  CDC’s  £l.6bn  of 
assets,  too  much  for  ethical 
investors  to  swallow. 


Freehfiekte.  the  UK  law  firm,  yesterday 

expanding  into  the  Neiheriands  m a move  ttat  may^O 
profound  implications  for  Dutch  legal  sffvtoss,Th«  firm 
has  hired  four  senior  Dutch  lawyers  to  head®  newjvnsfcr- 
dam  office,  with,  a number  of 

soon.  Three  of  the  four  come  from  Stibbe  Simont,  one  of 
Amsterdam's  top  law  firms.  . . 

Freshfiekfe  has  adopted  an  aggressive 
strategy  rather  than  seek  a merger  with  a Dutch 
The  strategy  could  encourage  cither  large  UK  or  us  firms 
to  follow  the  same  route,  so  undermining  the  plans  or 
some  Dutch  firms  to  seek  mergers  to  develop  a pan-BJn> 
pean.practlce.  The  lawyers  recruited  from  Stibbe  are  Peter 
Hendrick,  former  head  of  the  firm's  intellectual  property 
department,  Charles  Langeris,  former  head  of  taxat 
Stfobe’s,  and  Albert  Jan  van  den  Berg,  an  international 
arbitration  specialist 

The  fourth  lawyer  is  Steven  Perrick,  until  now  a corpo- 
rate  partner  with  de  Brauw  Blackstone  Westbrook,  part  of 
LinWaters  and  Affiance.  Alan  Peck,  chief  executive  of 
Fresftfiefcis,  said:  “We  have  bean  looking  at  opening  an 
office  in  the  Netherlands  for  some  time  in  order  to  consoli- 
date our  European  network  and  enhance  our  international 
tax  capacity.  We  are  delighted  that  we  have  been  able  to  . 
attract  such  a high  quality  Dutch  team  to  launch  the 
office.”  Peter  Ftaorda,  of  Stfobe’s  executive  committee  in 
Amsterdam,  agreed  the  Fnsshfiefds'  move  had  been 
aggressive,  but  he  denied  that  the  firm  would  be  greatly 
damaged  by  the  defections.  John  Mason,  London 


GROWTH  PROJECTIONS  

Call  for  fewer  rural  homes 

Countryside  campaigners  called  last  night  for  fewer  new 
homes  to  be  btiR  in  rural  England  after  the  government 
issued  projections  suggesting  an  unexpected  slowdown  In 
household  growth.  The  government  said  3.8m  households 
were  projected  to  be  created  between  1996  and  2021 
compared  with  4.4m  projected  for  the  previous  25-year 
period  ending  in  2016.  It  revised  dawn  the  figure  for  the 
earlier  period  to  4.1m. 

Officials  attributed  the  change  to  an  increase  in  the 
number  of  couples  cohabiting,  compared  with  previous 
assumptions,  leading  to  slower  growth  in  single-person 
households.  The  3 An  represents  a one-fifth  increase  in 
households  over  25  years.  Brian  Groom,  London 


SOCCER  GAMBLING 

Internet  service  to  be  launched 

William  HiH  is  set  to  become  the  first  big  UK-based  book- 
maker to  launch  an  internet-based  soccer  betting  service 
targeted  at  gamblers  in  the  Far  East,  Europe  and  Asia 

The  soccer  site  will  be  operated  from  the  Isle  of  Man, 
which  is  licensed  by  the  UK  for  betting  but  has  its  own  tax 
regime. 

Tax  laws  mean  that  UK  residents  cannot  currently  place 
bets  on  tire  ate,  but  William  HUI,  the  UK's  second  largest 
bookmaker,  plans  to  develop  a version  of  the  site  for  UK 
residents  that  wiH  be  rolled  out  by  August  and  will  also 
feature  internet-based  horse  race  gambling.  Initially,  the 
Isle  of  Man  site  will  enable  customers  to  bet  on  more  than 
20  European  soccer  leagues.  By  the  end  of  the  year;  the 
site  will  be  avaflahle  in  four  languages  Including  English 
and  Mandarin  Chinese,  to  cater  for  Wdfiam  Hill’s  estab- 
lished client  base  in  the  Far  East.  Paid  Taylor,  London 


GUMATE-CHANGE  TAX 

Energy  users  warn  government 

Britain's  big  energy  users  yesterday  warned  the  govern- 
ment that  the  new  climate-change  tax  could  cause  serious 
harm  to  their  business.  Representatives  from  sectors  such 
as  steel,  paper  and  chemicals,  told  ministers  at  a meeting 
yesterday  that  even  a 50  per  cent  discount  in  the  energy 
tax  would  hit  their  competitiveness. 

The  new  tax  will  cost  some  companies  minions  of 
pounds  a year,  and  ministers  have  acknowledged  that  they 
wifl  have  to  give  special  help  to  the  biggest  energy  users. 

John  Prescott,  the  deputy  prime  minister  and  chief 
transport  minister,  is  considering  offering  a 50  per  cent 
reduced  rate  to  the  biggest  energy  users,  providing  they 
agree  to  make  substantial  cuts  in  their  fuel  use.  The  tax, 
which  wfll  raise  about  £1.75bn  ($2.85bn)  a year,  wfll  be 
introduced  in  April  2001,  and  is  intended  to  help  Britain 
meet  its  international  dimate  change  obligations.  George 
Parker,  London 


INSURANCE  AND  RISK 

Stress  is  top  concern 

Companies  are  more  concerned  about  claims  of  stress 
from  employees  than  they  are  about  possible  damage 
caused  by  the  millennium  bomb,  according  to  a survey  of 
members  of  the  Assodation  of  Insurance  and  Risk  Manag- 
ers, whose  annual  conference  starts  today.  The  survey, 
conducted  jointly  with  Lloyd's  of  London,  found  terrorism 
was  the  only  type  of  risk  thought  to  have  diminished,  with 
52  per  cent  of  respondents  believing  the  growth  of  terror- 
ism would  be  less  serious  In  the  coming  year.  Andrew 
Bolger,  London 
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Quarantine  rules  stay  for 
animals  from  N America 


DANMARK 


By  Satfinam  Sanghera 
in  London 

The  UK  government  has 
refused  to  end  quarantine 
restrictions  for  domestic  ani- 
mals Imported  into  Britain 

from  North  America  because 

of  the  prevalence  of  rabies  in 
the  US  and  Canada. 

The  much-criticised  sys- 
tem, in  which  animals  are 
kept  in  quarantine  for  six 
months  on  arrival  tn  the  UK 
at  the  owner's  expense,  will 
remain  in  place  for  pets  from 
North  America  despite  last 
week’s  decision  to  abolish  it 
In  2001  for  animals  imported 
from  certain  countries. 

The  exclusion  of  North 
America  comes  after  a 1998 
report  to  the  UK  government 
by  a panel  of  experts  said 
that  rabies  was  "endemic  in 
wildlife  in  North  America". 
The  government's  decision 
has  created  friction  on  both 


sides  of  the  Atlantic.  Dr  Les- 
lie Sinclair,  director  of  veter- 
inary issues  for  companion 
animals  at  the  Humane  Soci- 
ety of  the  United  States, 
said:  "With  the  technology 
that  is  available  today,  there 
shouldn't  be  any  risk  of 
rabies  spreading  from  the  US 
to  Britain  through  pets. 
There  are  some  very  good 
vaccines.  The  current  policy 
should  be  re-examined  to 
allow  people  to  travel  with 
their  pets." 

Laura  Butler,  a US  fund- 
raiser based  in  Chicago  for 
Passports  For  Pets,  a British 
group  which  has  cam- 
paigned for  reform  for  five 
years,  said:  "This  decision  is 
really  appalling.  Almost  50 
per  cent  of  animals  going 
into  quarantine  are  from 
North  America  and  we  have 
very  high  veterinary 
standards. 

"North  America  is  simply 


not  a high  rabies  risk,  and 
the  continuation  of  quaran- 
tine is  bad  news  for  people 
who  regularly  travel  to  the 
UK  for  business." 

Under  a new  “passports 
for  pets"  scheme,  owners 
bringing  animals  into 
Britain  from  the  rest  of  the 
European  Union  and  other 
countries  considered  rabies- 
free,  will  be  spared  quaran- 
tine. Instead,  they  will  need 
to  produce  a certificate  prov- 
ing the  animals  had  received 
anti-rabies  injections. 

The  government  is  carry- 
ing out  a study  looking  at 
the  risk  that  the  UK  would 
face  if  the  quarantine  system 
was  abolished  for  American 
pets.  The  whole  of  the  UK 
and  Ireland  are  free  of 
rabies.  More  than  5,000  dogs 
^ 3,000  cats  pass  through 
quarantine  in  the  UK  every 
year,  costing  owners  up  to 
£1.500  ($2,445)  a time. 
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Central  bank 
‘should  be 
more  explicit 
on  rates  path’ 


By  Robert  Chote, 

Economics  Editor 

The  Bank  of  England  - the 
UK  central  bank  - should 
carry  a more  realistic  and 
explicit  discussion  of  the 
likely  path  for  interest  rates 
in  its  quarterly  inflation 
report,  according  to  the 
International  Monetary 
Fund. 

A forthcoming  IMF  study 
argues  that  the  monetary’ 
policy  regime  established  by 
the  Labour  government  pro- 
vides a suitable  framework 
to  establish  credibility  and 
reduce  the  inflationary  bias 
of  interest  rate  setting.  But 
it  says  the  system  has 
"potential  weaknesses”,  too. 

The  study,  written  by  IMF 
economists  Jan  Kees  Martijn 
and  Hossein  Samiei.  says 
that  the  credibility  of  the 
Bank's  inflation  forecasts 
may  have  been  weakened  by 
the  decision  - in  May  1997  - 
to  give  it  control  of  interest 
rates. 

“A  situation  in  which  the 
forecasts  suggest  that  the 
two-year-ahead  inflation  tar- 
get would  be  missed  seems 
highly  unlikely,  because 
then  the  report  would  be 
questioning  the  committee's 
own  policy  decisions. M it 
says. 

The  report  adds  that  the 
monetary  policy  framework 
could  be  strengthened  if  the 
assumption  of  unchanged 
rates  in  the  inflation  report 
was  replaced  with  “a  more 
realistic  and  explicit  discus- 
sion of  the  likely  future  path 
of  the  interest  rate  - a prac- 
tice followed  by  the  New 
Zealand  Reserve  Bank”. 

“Obviously,  the  bank 
would  have  to  make  it  clear 
that  it  was  not  committing 
itself  to  a particular  path,  so 


that  it  could  revise  its  pro- 
jection at  a later  date  with- 
out loss  of  credibility  as  new 
information  became  avail- 
able,- the  study  adds. 

The  IMF  says  this 
approach  would  be  useful 
because  a policy  that  deliv- 
ers the  inflation  target  two 
years  ahead  with  unchanged 
interest  rates  might  be  infe- 
rior to  a policy  in  which 
interest  rates  are  altered  so 
that  the  inflation  target  is 
still  achieved  but  with  less 
volatility  in  economic 
growth. 

The  Bank  does  produce  an 
alternative  inflation  forecast 
but  this  is  based  on  the 
assumption  that  interest 
rates  follow  the  path  expec- 
ted by  financial  markets. 

The  study  also  says  that 
several  features  or  the  UK 
regime  could  impair  the  co- 
ordination of  monetary  and 
fiscal  policy.  But  it  adds  that 
the  drawbacks  should  not  be 
overstated  because  policy  co- 
ordination was  not  particu 
larly  impressive  when  the 
Treasury  was  still  in  charge 
of  both  policies. 

“Adequate  exchange  of 
information  between  the 
chancellor  and  the  Bank  of 
England  - including,  for 
example,  the  advanced 
announcement  of  tax  and 
expenditure  measures  that 
are  likely  to  be  included  in 
the  Budget  - would  clearly 
help  policy  co-ordination." 
the  report  says. 

The  Treasury  representa- 
tive on  the  bank’s  monetary 
policy  committee  does  pro- 
vide a broad  guide  to  the 
Budget  measures  at  the  pre- 
ceding meeting. 

He  or  she  can  also  gain  a 
sense  from  the  meetings  of 
where  the  Bank  thinks  rates 
are  likely  to  go. 


Farm  giant 
to  shun 
modified 
food  trials 


By  John  WiBman, 
Consumer  Industries  Editor 


CWS  Agriculture,  the  largest 
farming  business  in  the  UK, 
has  refused  to  take  part  in 
r the  government's  proposed 
r farm-scale  trials  of  geneti 
cally  modified  crops. 

The  trials,  announced  in 
October,  are  intended  to 
monitor  the  ecological 
impact  of  weedkiller-tolerant 
oilseed  rape  and  maize  when 
planted  on  a commercial 
scale.  If  successful,  they 
could  permit  the  commercial 
planting  of  such  crops  from 
early  next  year. 

But  CWS,  the  farming 
wing  of  Europe's  largest  co- 
operative enterprise  which 
had  been  asked  to  provide 
two  of  the  four  test  sites  for 
planting  this  year,  said  yes- 
terday it  had  decided  not  to 
participate  in  the  experi- 
ment 

“We  feel  there  is  no  clear 
consensus  of  opinion  among 
the  various  interest  groups 
as  to  how  this  should  be 
achieved,"  said  Bill  Shan- 
non, head  of  corporate 
affairs.  “We  have  decided 
not  to  take  part" 

CWS's  refusal,  only  weeks 
before  planting  was  due  to 
start,  is  the  latest  setback 
for  the  government's  plans 
to  restore  confidence  in  the 
modified  crops  following  a 
wave  of  public  concern.  The 
trials  were  part  of  a four- 
year  programme  to  evaluate 
their  impact  on  wildlife  and 
on  biodiversity. 

In  February,  Novartis,  a 
developer  of  modified  sugar- 
beet,  said  the  government 
trials  might  not  go  ahead 
because  of  the  difficulty  in 
finding  growers.  It  warned 
that  fanners  feared  the  crops 
would  be  targeted  by  envi- 
ronmental activists. 

Later  that  month.  Mon- 
santo, the  life  sciences  group 
which  has  pioneered  many 
modified  crops,  was  fined  for 
a breach  of  safety  regula- 
tions at  a test  site  for  modi- 
fied oilseed  rape  in  eastern 
England.  This  led  to 
renewed  calls  for  a five-year 
moratorium  on  commercial 

planting  of  such  crops. 

So  far  trials  of  the  crops 
have  been  limited  to  small 
plots  which  are  typically 
36m  by  10m.  This  next  round 
is  to  test  the  environmental 

impact  when  they  are 
planted  over  much  larger 
areas  in  fields  of  2-5  ha. 


Funding 
sought  for 
rail  link 
to  France 

By  Susanna  Voyle  In  London 


Central  Railway,  the  private 
company  planning  to  build  a 
freight  rail  link  from  the 
north  of  England  to  the 
Channel  tunnel,  has 
launched  a drive  to  raise 
£10m  ($l6m). 

Alan  Stevens,  finance 
director,  said  the  group 
had  secured  insurance 
cover  for  the  parliamentary 
vote  needed  before  the  infra- 
structure project  could  go 
ahead,  removing  an  element 
of  risk  that  might  have 
scared  off  potential  inves- 
tors. 

Central  is  planning  its  sec- 
ond application  to  build  a 
freight  link  to  the  Channel 
tunnel  and  the  £10m  would 
fund  the  project  up  to  the 
approval  phase. 

The  first  scheme  was 
rejected  by  MPs  in  1996  after 
criticism  from  communities 
along  its  route,  who  claimed 
homes  would  be  blighted. 
The  line  will  run  from  Liver- 
pool in  north-west  England 
through  Manchester,  Leices- 
ter QTiri  London  to  Lille  in 
northern  France.  It  would 
mainly  carry  freight  but 
some  passenger  trains  would 
use  it. 

Mr  Stevens  said  Central 
was  approaching  potential 
investors  in  the  UK  and  con- 
tinental Europe,  Including 
contractors  that  could  bene- 
fit from  the  construction  of 
the  link,  financial  backers 
and  strategic  transport 
investors. 

Central  believes  that  the 
Labour  government,  which 
has  stressed  the  need  for  an 
integrated  transport  strategy 
and  is  keen  to  drive  freight 
off  the  roads,  is  more  enthu- 
siastic about  its  plans. 

The  group  hopes  to  carry 
40  per  cent  of  all  truck 
freight  and  believes  it  could 
carry  up  to  30m  tonne6 
within  two  years  of  opening 
the  line,  taking  2m  trucks  a 
year  off  the  roads. 

Andrew  Gritten,  Central's 
chairman,  said  the  insur- 
ance, underwritten  by  J& H 
Marsh  & McLennan,  meant 
investors  would  be  more 
confident. 

“We  already  have  a lot 

of  support  amongst  parlia- 
mentarians in  all  parties 
who  are  interested  in  the 
project  for  Its  environmen- 
tal. infrastructure  and 
regional  regeneration  bene- 
fits." he  said. 


BRITAIN _ _ _ _ _ _ 

Pound  and  dollar  may  soon  reach  a parting  of  the  ways 

As  it  becomes  more  desirable  for  sterling  to  track  the  euro,  some  analysts  see  an  end  to  US-UK  harmony,  Alan  Beattie  writes 

The  special  relationship  pared  nearly  two 

between  the  UK  and  the  ' - -w for  the  European  Umo 
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The  special  relationship 
between  the  UK  and  the 
US  over  past  decades, 
has  extended  over  more  than 
foreign  polio-.  In  spite  of  the 
week  trade  links  between 
the  two  economies,  they  too 
have  shown  a marked  ten- 
dency to  move  in  harmony. 

This  has  often  been 
reflected  in  the  currency 
markets.  It  has  long  been  the 
standard  view  among  trad- 
ers that  when  the  dollar  goes 
up,  the  pound  generally  fol- 
lows. The  pound  has  traded 
in  a narrow  range  of  Si. 60- 
Si. 70  against  the  dollar  for 
the  past  two  years,  while 
swinging  around  by  over  20 
per  cent  against  the  D-Mark. 

But  if  sterling  is  to  have 
an  easy  entry  into  European 
monetary  union  in  the 
Tuture.  as  the  government 
hopes,  it  would  aid  the  tran- 
sition if  by  then  the  pound 
moves  with  the  euro  rather 
than  the  dollar.  Some  ana- 
lysts detect  signs  that  lliis  is 
about  to  happen. 

David  Bloom,  currency 
economist  at  HSBC,  says 
that  sterling  is  in  a “transi- 
tion phase”,  caught  between 
the  dollar  and  the  euro.  “So 
far  this  year,  the  market  has 
been  getting  a good  yield  on 
sterling  assets  and  so  has 
pushed  the  currency  up. 
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desirable  for  sterling  to  track  the  euro,  some  analysts  see  an  end  to  US-UK  harmony,  Alan  Beattie  writes 

_ ..  . . . . pared  with  nearly  two  thirds 

Switching  tracks  foi-  Hm  European  Union, 

erwvta  cydka  (smoolhad)  SMog  agrimt  tta  dote  SWfcBig^wtflwjW"  jt  ^ Q-ue  that  the  two 

Asa*oJGDP0rawiti  pp»a  countries  share  a greater 

reliance  on  stock  markets  as 
repositories  of  the  nation's 
wealth,  and  iHp  movements 
of  the  Dow  and  the  FTSE  are 
largely  connected.  But  the 
“wealth  effect”  of  rises  and 
falls  in  share  prices,  at  least 
In  the  UK,  has  not  been 
strongly  correlated  with  pri- 
vate sector  consumption  and 
hence  economic  growth. 

In  some  ways  the  links 
between  the  UK  and  the  US 
in  the  rninriH  of  the  markets 
are  somewhat  superficial. 
Both  countries  are  English- 
speaking,  have  a flexible 
service-based  economy  and 
have  moved  away  from  state 
intervention  in  the  economy. 
But  none  of  this  should  be 
enough  to  shackle  the  two 
currencies  together. 

The  potential,  therefore, 
for  a new  paradigm  of  a 
sterling- euro  link  to  take 
over  market  thinking  is  con- 
siderable. 

CDC  Marches,  the  French 
financial  Institution,  says 
that  if  the  market  expects 
sterling  to  join  the  euro,  the 
convergence  of  UK  interest 
rates  with  those  In  the  euro- 
zone should  force  the  British 
economy  into  line. 
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while  the  euro  has  fallen. 
But  as  time  goes  on  we 
sbould  see  the  pound  come 
closer  to  the  euro,"  he  says. 

Michael  Saunders,  econo- 
mist at  Salomon  Smith  Bar- 
ney in  London,  says  condi- 
tions are  falling  into  place 
for  the  pattern  to  be  broken. 
“The  recent  stability  of  the 
dollar-sterllng  rate  has 
reflected  perceptions  that 
the  two  economies  have  sim- 
ilar trends."  he  says.  “But 
this  has  reflected  temporary 
rather  than  lasting  factors." 
He  adds  that  a rate  around 


SI  .50  would  be  more  like  fair 
value  for  sterling  against  the 
dollar. 

And  Jim  O’Neill,  chief  cur- 
rency economist  at  Goldman 
Sachs,  has  detected  the  first 
signs  of  a growing  consensus 
in  the  market,  although  It  is 
one  he  does  not  share.  But 
this  has  yet  to  translate  into 
price  action,  he  says. 

“A  few  weeks  ago,  when 
the  pound  fell  below  $1.60, 
there  was  a half-hearted 
attempt  by  some  to  link  ster- 
ling to  the  euro.  But  in  fact 
the  pound  recovered.” 


Mr  O'Neill  adds  that  since 
there  is  much  more  dealing 
in  dallar-euro  than  in  dollar- 
sterling  or  euro-sterling,  the 
pound  tends  to  get  buffeted 
around  by  movements  in  the 
other  two  currencies.  “But 
in  theory  there  is  no  reason 
sterling  should  go  up  and 
down  with  the  dollar  rather 
than  the  euro,”  he  says. 

Analysts  have  linked  the 
close  relationship  between 
sterling  and  the  dollar  to  the 
past  synchronisation  in  eco- 
nomic cycles  between  the 
two  countries.  But  as  the  UK 


economy  falters  while  the 
US  continues  to  power 
upwards,  and  the  British 
government  leans  more  and 
more  towards  Europe,  many 

think  that  {Vip  timp  frflS  COme 

for  the  parting  of  the  ways 
for  the  two  currencies. 

The  underlying  reasons  for 
the  past  synchronisation  of 
US  and  UK  business  cycles 
are  hard  to  pin  down.  It  is 
not  likely  to  have  been 
transmitted  directly  through 
trade:  the  US  accounts  for 
just  10  per  cent  of  Britain’s 
imports  and  exports,  com- 


Another  Deloitte  Consulting  Difference 


Exclusive. 


DELOITTE 

CONSULTING 

Inclusive. 


One  well-known  consulting  firm  insists  on 
dealing  only  with  senior  managers.  Because,  they  claim, 
only  senior  managers  have  the  power  to  make  change  happen. 

We  believe  they're  only  half  right 

While  senior  managers  may  have  the  power  to  initiate  change, 
it  takes  all  your  employees  to  make  those  changes  stick. 

At  Deloitte  Consulting,  our  collaborative  working  style  gets  your 
entire  organisation  - from  the  corner  offices  to  the  cubicles  - to 
buy  into  the  changes  at  hand.  And  ensures  the  transfer  of 
the  additional  knowledge  and  skills  they'll  need  to 
deliver  the  promised  returns  of  any  new 
strategies  or  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A very  different  approach.  For  very  different  results. 


Deloitte  & Touche  Consulting 
Group 


www.dtcg.com 
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TUESDAY  MARCH  30 


In  this  fast-changing  world,  Geneva's  Private  Bankers  still 
believe  that  the  prime  task  of  a bank  is  to  serve  its  clients. . . 
effectively.  And  face  to  face.  Technological  progress,  in  our  view, 
is  above  all  a means  of  gaining  time  - time  we  can  devote  to  our 
clients.  For  we  define  progress  as  being  ever  closer,  ever  more 
responsive  to  those  who  place  their  trust  in  us,  wherever  they 
may  be.  Which,  indeed,  is  why  we  are  bankers  - Private  Bankers. 


Geneva's  Private  Bankers 


LIBERTY  • INDEPENDENCE  ■ RESPONSIBILITY 


In  Geneva: 

BORDIER  & Cie  - DARIER  HENTSCH  & Cie  - LOMBARD  ODIER  & Cie  - MIRABAUD  & Cie  - PICTET  & Cie 

(,844)  (1796)  (1798)  (1819)  (1805) 

-The  Groupment  des  Banquiers  firms  Genu  ois  is  mil  retaliated  in  the  United  kingdom  and  dues  nut  conduct  any  investment  business  in  the  United  Kingdom.  The  protection  attended  to  investors  under  die  UK  regulatory, system  would 
not  apply  and  compe nation  under  the  Investor*  Ciunpensatim Scheme  would  not  be  available.  This  advertisement  has  been  approved  by  Lombard  Odier  Private  Asset  Management  Limited  and  Pictet  Investment  Conipanv  Limited-. 
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MAHAGEMEWT  INTERVIEW  TOM  TIERNEY 

A future  that  lies 
with  the  stars 

Professional  service  partnerships  are  booming 
but,  the  head  of  Bain  & Co  explains  to  Tony 
Jackson,  they  offer  a lot  of  ways  to  go  bust 
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Tom  Tierney  is  a man 
with  a mission.  His 
industry,  he  says,  has  rev- 
enues of  yro&n-saobn  a year.  It  is 
growing  at  twice  the  rate  of  the 
world  economy,  and  has  enor- 
mous indirect  influence.  But 
nobody  is  paying  any  attention  to 
it- 

He  is  speaking  of  professional 
service  firms:  partnerships  in 
consultancy,  law  and  the  like.  As 
befits  an  evangelist,  he  teaches 
the  subject  at  Harvard  Business 
School.  He  also  has  a more  direct 
interest:  he  is  worldwide  head 
of  Bain  & Co,  the  management 
consultants. 

. In  the  slightly  rarefied  world  of 
strategic  consulting,  Bain  ranks 
third  in  size  behind  McKinsey 
and  Boston  Consulting  Group. 
And  if  McKinsey  is  secretive, 
Bain  is  a positive  oyster. 

The  firm  came  to  brief  and 
- unlikely  prominence  a dozen 
years  ago  with  the  Guinness 
stock  market  scandal.  Bizarrely 
enough,  it  turned  out  that  Olivier 
Roux,  Guinness's  financial  con- 
troller and  a key  figure  in  the 
scandal,  was  a Bain  partner  on 
secondment. 

Mr  Tierney  dismisses  this 
briskly.  “We  made  a mistake,”  he 
sains.  “Ernest  Saunders  [Guinness 
chairman]  asked  that  a Rain  part- 
ner go  on  to  his  payroll.  One 
man,  one  mistake.  We  will  not  do 
it  on  my  watch." 

He  is  happier  warming  to  his 
basic  theme:  how  partnerships 
govern  themselves,  how  they  are 
developing,  and  whether  they 
have  lessons  to  teach  the  rest  of 
the  corporate  world. 

Tom  Peters,  the  management 
theorist,  has  said  that  profes- 
sional service  firms  are  the 
model  for  the  future  in  any 
.industry.  Mr  Tierney  is  less  sure 
about  that. 

It  depends,  he  argues,  on  the 
business  a company  is  in.  How 
£ar  does  one  rely  on  star  talent? 
How  important  is  applied  know- 
ledge? How  crucial  is  the  ability 
to  form  external  and  internal 
relationships? 

On  such  criteria,  he  says,  a 


strategy  consulting  firm  such  as 
Bain  is  at  one  end  of  the 
spectrum.  A capital-intensive 
cement  manufacturer  is  at  the 
other. 

Like  its  rivals,  Bain  relies 
crucially  on  attracting  the  best 
talent.  It  is  perpetually  engaged, 
as  Mr  Tierney  puts  it.  in  star 
wars. 

“Companies  like  ours  are 
driven  by  stars."  he  says.  "We 
compete  for  the  top  quartile  of 
the  talent  pool.  Those  people 
have  lots  of  options.  You  don't 
just  have  to  recruit  them,  you 
have  to  keep  them,  which  is  often 
a bigger  battle." 

Take,  for  instance,  his  home 
state  of  California.  “You  have 
some  brilliant  young  talent  com- 
ing out  of  Stanford  business 
school.  They're  entrepreneurial, 
aggressive  and  they  have  big 
dreams.  They  can  go  to  work  at 
Bain,  or  their  buddy  who  is  two 
years  older  has  just  started  an 
e-commerce  firm  that  they  think 


‘It  is  now  March 
1999,  and  we  have 
zero  commitments 
for  March  2000, 
anywhere1 


is  going  to  be  worth  a gazillion 
dollars  in  six  months." 

If  attracting  talent  is  his  main 
worry,  it  is  not  the  only  one.  Two 
other  things  make  him  lose  sleep. 

“One  is  that  In  strategy  con- 
sulting, you  do  business  on  a 
handshake.  It  is  now  March  1999, 
and  we  have  zero  commitments 
for  March  2000,  anywhere  in 
the  world.  We’re  not  hired  on 
contract" 

Second,  his  firm  does  not 
employ  a significant  amount  of 
capital  “But  you  have  enormous 
obligations:  2,200  people  to  pay, 
landlords  to  pay  and  so  on.  That 
creates  a very  fast-moving,  fluid 
environment  There  are  a -lot  of 


ways  to  die  In  this  business.” 

How?  Well,  he  says,  take  the 
transition  from  the  founder  to 
the  next  generation.  Bain  knows 
all  about  this.  Ten  years  ago  the 
group  of  founding  partners,  led 
by  William  Bain,  cashed  in  and 
left  the  business.  The  financial 
burdens  this  put  on  the  firm  - 
and  the  resentment  among  lower 
ranks  - brought  the  firm  to  the 
brink  of  collapse. 

Having  survived  that,  he 
argues,  gives  Bain  a big  advan- 
tage. “The  failure  rate  in  getting 
from  first  to  second  generation  is 
pretty  significant.  So  you  have 
companies  like  Bain  and 
McKinsey  at  the  top,  and  a lot  of 
first-generation  companies  down 
below.  It's  really  hard  to  break 
through,  and  it  takes  two  or 
three  decades.” 

Another  good  way  to  kill  a 
firm,  he  says,  is  through  acquisi- 
tion. “Suppose  a strategy  firm 
takes  over  a firm  that  specialises 
in  reengineering.  So  you  have  a 
group  of  strategy  consultants 
selling  projects  to  CEOs,  and 
engineers  selling  reengineering. 
The  two  don't  meld  very  well. 
The  only  reason  you  do  an  acqui- 
sition is  for  so-called  synergy, 
and  the  only  way  to  get  synergy 
is  for  the  people  who  sell  strategy 
also  to  sell  re-engineering.  It 
turns  out  clients  don't  like  that” 

Perhaps,  1 suggest,  there  Is 
another  way  to  get  into  trouble: 
to  become  so  big  that  whatever 
the  advantages  of  the  partnership 
model,  the  firm  becomes  more 
like  a corporation. 

Again,  he  says,  that  depends  on 
the  business  you  are  in.  "In  strat- 
egy. we  are  selling  a highly  cus- 
tomised service:  one  size  does  not 
fit  alL  it's  highly  people-driven, 
knowledge-based  and  quick- 
moving.  But  if  you  take  the  big 
IT  consultants,  they've  got  pro- 
jects that  are  five  years  long, 
involving  hundreds  of  people  and 
bringing  in  $50m  or  $75m  a year. 

"I’d  argue  the  partnership 
model  is  less  necessary  there. 
And  Id  our  business,  the  firms 
are  smaller.  It  would  be  very  dif- 
ficult for  Bain  & Co  to  have  1,000 
partners  fit  has  175].  But  it’s  not 
hard  for  Price waterhouseCoopers 
to  have  5,000.'’ 

The  real  Issue  posed  by  growth, 
he  argues,  is  different.  The  trick 


Firm  hand:  Tom  Tlemoy  gays  partnembips  such  » Brin  & Co  are  perpetually  engaged  in  star  wars  to  attract  and  to'  keep  the  best  latent 


Sinead  Lynch 


of  business  strategy  lies  in  decid- 
ing what  not  to  do.  Partnerships, 
with  their  more  democratic  struc- 
ture, are  naturally  bad  at  that 

“The  successful  firms,  the  ones 
that  have  survived  far  decades, 
are  the  ones  which  have  learnt 
how  to  do  this.  If  a linn  has  let 
its  partnership  governance 
overcome  its  ability  to  say  no, 
that  is  an  early  indication 
of  illness." 

And  the  Industry's  headlong 
growth  - 20  per  cent  a year 
throughout  the  decade,  in  Bain's 
case  - Tnflktvq  this  more  tempting. 
“Growth  takes  pressure  off  if  you 
re  not  careful.  It's  easy-  to 
get  complacent" 


Thus,  he  says,  he  has  aimed  to 
restrict  Bain’s  development  by 
geography.  “It  is  easy  to  sign 
leases.  But  we're  not  going  to. 
sign  them  in  Thailand  or  Kuala 
Lumpur.  We'd  rather  have  10 
partners  in  Singapore  than  one 
in  those  places.  It  dilutes  your 
quality." 

And,  he  says,  Bain  will  remain 
solely  a strategic  consultant. 
“That’s  absolutely  bucking  the 
industry  trend.  The  conventional 
wisdom  says  you’ve  got  to  do  it 
aH  We  are  really  good  at  strat- 
egy. We  understand  IT,  but  we 
absolutely  do  sot  sell  IT  ser- 
vices.” 

The  really  interesting  question, 


be  says,  is  what  happens  when 
the  industry  slows  down. 
“Because  it  wilL  Anyone  who 
doesn’t  believe  in  business  cycles 
hasn't  been  through  a business 
cycle.  Then  the  question  is 
whether  people  have  been 
focused  in  previous  years 
on  strengthening  their  core 
business.” 

The  issue  applies,  he  says,  not 
merely  to  consultancies  but  to 
their  clients.  “Take  companies 
which  are  good  at  growing  their 
top  line.  If  you  drill  down  and 
ask  what  they  are  doing,  it's  not 
complicated.  They  are  investing 
and  expanding  their  core  busi- 
ness. If  you  don’t  have  a core 


business,  when  times  go  down 
you  are  demolished." 

The  mistake  companies  make, 
he  argues,  is  to  stray  too  far 
afield  in  a search  for  growth. 
“Then  somebody  comes  into  their 
core  business  and  clobbers  them, 
they've  got  into  areas  that  they 
don't  really  know,  and  they're  in 
trouble.” 

And  if  that  is  a problem  for 
Bain’s  clients.  It  is  more  so.  he 
believes,  for  his  rivals.  “The  ten- 
sion is  between  partnership  man- 
agement and  strategic  implemen- 
tation. I would  argue  that  most 
professional  service  firms  do  not 
implement  a strategy  very  well. 
And  that  means  saying  no.” 
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The  world's  leading  industry,  automation  and  innovations  fair. 


Business  innovation 
viewed  on  a 


picture 


You  can  have  your  own  private  view  of  the  most  upto-date  arid  innovative  industrial  technology  at  the  1999  HANNOVER  MESSE. 
Over  7,500  exhibitors  from  ail  over  the  world  will  show  you  how  these  technologies  are  changing  and  how,  by  investing  wisely, 
your  company  can  adapt  for  a brighter  future. 

This  year's  programme:  ■ Factory  Automation  ■ PowetTran s m i ssio n and  Control  ■ Factory  Equipment,  Tools, 

Compressed  Air  Technology  ■ ^contracting  and  Industrial  Materials  ■ Rail  Transport 
Tectifrblqgy  ■ Innovations  Market  Research  + Technology 


j-i-. 

• >;* 


w 


■,r 


v*4 


Deutsche  Messe  ag  For  further  information:  . 

Hannover  ■ Germany  -•  ^apn0ygr  Fairs  Information  Office,  25  Hurst  Way,  South  Croydon,  Surrey  CR2  7AP,  TeljJO-l  81)68^9541,  Fax:  (01  81)  681  00  69,  e-mail:  messerjk@cwcom.net 
For  travel  and  accommodation:  KUONI  Travel  Ltd.rTel.:  (01  71)  499  88  61,  Fax:  (01  7>)  499  06  87, 'email:  tradefairs@kuoni.co.uk 

rJiannovewaessg-ria  ->  Exhibitors  - Seminars  • Talks  ■ Special  Exhibitions  ■ Cooperation  • Innovation  Exchange  - Tickets  * Travel  • Accommodation 
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Robert  Fleming 
follows  ownership 
move  with  changes 
at  the  top 

Robert  Fleming  Holdings,  the  UK 
.investment  banking  and  asset 
management  group,  has  officially 
'taken  lull  ownership  of  Jardlne 
Fleming,  the  Asian  joint  venture  it 
shared  lor  28  years  with  trading 
group  Jardme  Matheson. 

Jardine  Fleming  will  keep  its 
name  and  Hong  Kong  head 
office  for  Asia,  but  be  run  as  part 
•of  Flemings’  global  business. 
Flemings  accompanied  last 
week's  final  regulatory  approval 
for  the  deal  with  a number  of 
management  changes. 

Henry  Strutt  JFs  group 
chairman  and  managing  director, 
becomes  one  of  two  joint  chief 
executives  of  investment 
banking,  together  'With  Bernard 
Taylor,  who  was  Robert 
Fleming's  head  of  corporate 
finance. 

Strutt  will  be  succeeded  as 
JFs  chairman  in  Hong  Kong  by 
Tim  Freshwater,  currently 
deputy  chairman,  while  Anthony 
McGrath  steps  into  Taylor's  i 

'shoes.  I 

Or.  the  asset  management 
side.  Paul  Bateman  continues  as 
chief  executive,  Tony  Robinson 
becomes  group  chief  investment 
^officer  and  Clive  Brown  takes 
over  as  finance  and  operations 
director  from  Tony  Doggart,  who 
retires  in  October. 

At  main  board  level.  Adam 
'Fleming  has  retired  as  deputy 
.chairman  and  director.  His 
younger  brother.  Rod  die 
Fleming,  a corporate  finance 
director  at  the  bank,  and  Lord 
"Berwick,  former  UK  ambassador 
in  the  US  and  South  Africa, 
replace  him  as  deputy  chairmen. 
'Both  are  already  board  members. 

Philip  Fleming,  cousin  of 
'Adam  and  Roddie  and  son  of  the 
‘bank's  former  chairman,  Robin 
Fleming,  joins  the  board  to  keep 
Ihe  controlling  family’s 
representation  at  two. 

Rodney  Leach  becomes  the 
second  director  from  Jardine 
Matheson,  which  has  raised  its 
■stake  in  Flemings  to  18  per  cent 
'as  pari  of  the  deal  originally 
announced  in  December.  Riilip 
Wlchelow,  former  finance  and 
operations  director,  is  to  retire 
from  the  group  board. 

Clay  Harris.  London 


Daniels  promoted 
by  Citigroup 

Citigroup,  the  financial  services 
conglomerate  formed  by  last 
year's  merger  of  Citicorp  with 
Travelers  Group,  has  appointed  a 
new  head  of  its  life  Insurance 
division. 

Eric  Daniels  becomes 
president  and  chief  executive  of 
Travelers  Life  & Annuity,  based  in 
Hartford  in  the  US.  The  job  is 
one  of  the  most  important 
assignments  in  the  company’s 
ambitious  attempt  to  cross-sell 
financial  services  products  to 
American  consumers. 

The  job  became  vacant  after 
Michael  Carpenter  was  promoted 
last  year  to  co-chief  executive  of 
Citig  roup’s  corporate  bank,  after 
the  surprising  resignation  of 
Jamie  Dim  on,  the  former 
Citigroup  president 
The  appointment  is  a fresh 
example  of  a former  Citibank 
executive  moving  to  a business 
from  the  former  Travelers  Group. 
Daniels  spent  23  years  with 
Citibank,  including  postings  in 
Brussels.  London  and  Buenos 
Aires.  Appointments  in  the 
opposite  direction  include  putting 
former  Travelers  executives  In 
charge  of  the  Citibank  branch 
network  in  the  US  and  in  charge 
of  the  former  Citibank  credit 
card  business. 

All  the  changes  are  part  of  an 
attempt  to  persuade  executives 
across  the  broadly  dispersed 
company  to  maximise  sales  of 
products  from  other  divisions. 
John  Authers,  New  York 

VSO  chief  to  head 
British  Council 

The  British  Council,  the  body  that 
promotes  Britain's  image  and 
culture  abroad,  has  named  David 
Green,  currently  head  of 
Voluntary  Services  Overseas 
(VSO),  as  its  new 
director-general. 

Green,  50,  has  spent  most  of 
his  career  in  overseas  aid  and 
development  He  takes  over  from 
Tom  Buchanan,  the  acting 
director-general,  who  has  run  the 
council  since  last  November 
when  its  previous  head,  David 
Drewry,  quit  in  a row  about 
management  policy. 

Baroness  Helena  Kennedy, 
who  chairs  the  British  Council, 
appeared  to  indicate  a hope  that 


PEOPLE  ON  THE  MOVE 


the  new  appointment’s 
background  would  match  the 
council's  needs  better  than  that 
of  Drewry,  a geologist  who  only 
ran  the  Council  for  10  months. 

Green's  “experience  of 
managing  a UK-based 
international  organisation  win  be 
extremely  valuable  and  his 
first-hand  knowledge  of  life 
overseas  wifi  help  him 
understand  the  issues  we  face 
with  offices  in  over  230  towns 
and  cities  worldwide,”  said 
Baroness  Kennedy.  The  British 
Council  broke  with  tradition  in 
recruiting  Green,  and  his 
predecessor,  by  public 
advertisement  and  executive 
search. 

VSO,  the  equivalent  of  the  US 
Peace  Corps,  has  some  1 ,750 
volunteers  working  In  60 
countries,  and  a total  of  500 
permanent  staff  in  Britain  and 
abroad.  Its  geographical  range  is 
similar  to  that  of  the  council, 
though  it  is  more  focused  on 
development  work  and  has  a 
strong  fink  with  the  Department 
for  International  Development 
Before  his  arrival  at  VSO  in  1690, 
Green  spent  15  years  with  the 
Save  the  Children  Fund. 

David  Buchan,  London 

Bowles  joins 
Hrst  Union 

Throughout  his  two-year  stint  as 
White  House  chief  of  staff, 
Ersktne  Bowles  openly  said  he 
longed  to  return  to  the  private 
sector.  This  month  the  former 
investment  banker  joined  the 
board  of  directors  of  First  Union, 
cementing  a homecoming  to 
both  corporate  life  and  to  his  - 
native  North  Carolina. 

He  left  the  president’s  side.  In 
November  to  become  general 
partner  of  Forstmann  Little,  the 
New  York  private  equity  group, 
where  he  started  in  January. 
Bowles  is  also  juggling  the 
managing  directorship  of 
Carousel  Capital,  another 
merchant  banking  and  private 
equity  company  - a position  he 
filled  for  a year  before  being 
appointed  to  the  Clinton 
administration  in  November  1996. 

Observers  say  his  business 
outlook,  characterised  by 
unpolitical  punctuality  and  the 
proliferation  of  his  own  personal 
staff  to  manage  the  ranks  below, 
was  an  asset  while  at  the  White 
House.  Bowles,  53,  once 
described  himself  as  a “chief 


operating  officer"  with  the 
president  as  chairman  and  chief 
executive  officer. 

Prior  to  that,  his  political 
experience  was  limited  to  the  top 
job  at  the  US  smafl  business  . 
administration  between  March 
1993  and  September  1994  - a 
reward  for  his  fundraising  efforts 
during  Clinton's  1992  presidential 
bid.  He  then  served  as  deputy 
chief  of  staff  to  his  predecessor, 
Leon  Panetta,  for  a year  before 
starting  at  Carousel  Capital. 
Panetta,  in  contrast,  was  a 
pramkwnt  16-year  veteran  of  the 
House  of  Representatives. 

A southerner  like  the  president, 
Bowles  was  tempted  back  to 
politics  at  the  start  of  Clinton's 
second  term.  It  was  hoped 
someone  with  a non-partisan 
background  would  be  useful  for 
brokering  a balanced  budget 
deal  with  a 

Republican-dominated  Congress. 

. Bowles,  who  Is  firmly  fri  the 
fiscally  prudent,  economically 
conservative  wing  of  the 
Democratic  party,  characterised 
his  own  approach  as  more 
decentralised  than  that  of  his 
predecessors  with  an  emphasis 
on  delegating  responsibility  and 
accountability. 

He  originally  said  he  would 
leave  the  post  early  last  year  but 
stayed  on  because  the  prospect 
of  an  eariier-than-expected 
balanced  budget  brought  with  it 
the  opportunity  for  a more 
activist  agenda  for  1996- 
Hts  return  to  the  private  sector 
follows  last  year's  departure  of 
Frankfin  Raines,  the  White  House 
budget  director  credited  with 
balancing  the  US  budget,  to 
become  chairman  and  chief 
executive  of  the  Federal  National 
Mortgage  Association,  the  US 
residential  mortgage  group  better 
known  as  Fannie  Mae.  Raines 
also  shared  a background  in 
investment  banking. 

Other  presidential  insiders  who 
worked  alongside  Bowles  in 
1995,  such  as  Dick  Morris, 

Harold  Ickes  and  George 
Stephanopoulos,  have  also  left 
the  White  House. 

Gautam  Malkani,  Washington 

K09  appoints 
non-Turks  to  board 

Kog,  Turkey's  largest 
conglomerate,  has  appointed 
three  foreigners  to  its  board  as 
part  of  its  efforts  to  broaden  its 
international  profile. 


The  new  board  members  of  the 
group,  which  is  controlled  by  the 
Kog  family  and  covers  sectors 
ranging  from  car  manufacturing 
to  food  processing,  are:  Helmut 
Oswald  Ma richer,  chairman  of 
Nestis  SA;  Wayne  Booker, 
vice-chairman  of  the  FOrd  Motor 
Company,  and  John  McArthur, 
adviser  to  the  World  Bank  and  a 
former  dean  of  Harvard  Business 
School.  Notwithstanding  Kog’s 
joint  venture  with- Ford,  the  group 
said  the  three  were  picked  for 
their  International  reputation 
rather  than  for  any  business  ' 
connections  with  Kog. 

Leyte  Boulton.  Ankara 

Eriksson  to 
lead  Smedvig 

Smedvig,  a Norwegian  oil  service 
company,  has  completed  its 
one-year  search  for  a new  chief 
executive  to  replace  its  interim 
chief  executive  officer,  who  took  j 
over  after  Smedvig's  leader  of  26  : 
years,  Ole  Melberg.  resigned  last  j 
year.  i 

Christian  Bull  ErBcsson,  42, 
takes  over  as  Smedvig's  new  j 

chief  executive  officer  on  July  1.  j 
Eriksson  is  currently  country  ! 

manager,  Norway,  lor  Brown  & ! 

Root  Energy  Services/Halliburton,  j 
a competing  oil  service  company.  I 
Melberg,  a driving  force  in  ! 

building  the  company,  stepped  I 
down  as  chief  executive  last 
March  following  cost  overruns  ! 

and  completion  delays  with  the  ’ 

construction  of  two  driB  ships  for  i 
the  oil  industry.  West  Navion  I 1 

and  West  Navion  II. 

As  a result,  the  board 
appointed  Stale  Rod  as  acting 
chief  executive  officer  until  a new  j 

one  could  be  found.  Rod.  who  i 

has  worked  for  Smedvig  since  \ 

1981 , will  return  to  his  former  i 

position  as  head  of  Smedvig 
Asia.  f 

Commenting  on  the  ; 

appointment,  Peter  T Smedvig,  ! 

chairman  of  the  company,  said  , 

that  Eriksson  was  “an  energetic 
and  dynamic  manager  with  a 
proven  track  record  in 
business  development  and 
project  management  in  ' 

particular".  j 

Eriksson  joins  as  Smedvig 
faces  leaner  times  in  the  oil 
industry  amid  low  crude  prices 
and  reduced  investments  by  oil  i 

companies  worldwide.  The 
company  is  also  in  the  middle  of  i 

a NKr2.6bn  (S333m)  law  suit  with  \ 

oil  company  Exxon  regarding 


David  Groan,  who  a niavmg  from  VSO  to  the  top  job  at  the  British  Council 


i cost  overruns  on  a floating 
j production  ship  for  North  Sea 
f oilfield  Balder, 
j Valeria  Skdld . Oslo 

Keremoglu  to  quit 
Efes  after  27  years 


might  also  be 'm  order. 
Leyte  Boulton . Ankara 


Moving 

places 


j ttker  Keremogki  is  to  stop  down 
! in  May  as  chief  executive  of  Efes, 
! Turkey’s  biggest  beer  and  soft 
! drinks  company,  to  join  STFA,  a 
I privately  held  conglomerate 
: spanning  construction,  defence, 

1 ship-building  and  catering. 

, Keremoglu,  50,  the  architect  of 
! the  merger  of  separately  listed 
j breweries  and  one  mattery  that 
i constitutes  Efes.  said  he  would 
| stay  cn  the  company's  board, 

| partly  to  see  through  the 
; reorganisation  c i his  employer  of 
' 27  years.  Efes  is  owned  by  the 
j Anacciu  conglomerate, 
i He  is  tc  present  details  of  the 
! finaiissd  merger  plan  to 
I international  investors  on  a 

- roadshow  at  the  end  of  April  or 
[ in  early  May. 

; The  executive  sees  his  new 
■ role  as  chief  executive  of  STFA, 

, which  is  experiencing  some 
1 financial  difficulties,  as  the  “last 

- challenge"  of  hfs  business  career. 
; Describing  the  bank  debts 

: accumulated  by  STFA,  which  is 
' owned  by  the  Tskent  family,  as 
j “manageable",  he  is  convinced 
he  can  make  the  group  profitable 
: again  with  the  help  cf  financial 
! and  marketing  skills, 
i Stressing  that  STFA's  core 
I competence  is  engineering  even 
i though  it  includes  sect  ore  such 
| as  catering,  Keremoglu  hinted 
• that  some  restructuring 


• Credit  Suisse  Asset 

Management  has  appointed 
Joanna  Meager  to  the  newly 
created  position  of  director  of 
European  operations.  Meager 
joins  from  Salomon  Smith  Barney 
where  she  was  director  of  the 
Europeanteam's  Emu 
programme.  . . 

• LHS  Communication  Systems, 
a subsidiary  of  LHS  Group,  has'-..' 
appointed  Nelson  Campefo  tq- 
vice- president. sales  and  ' 'V\  " 
integrations  and  delegate 

j manager  of  LHS’s  Brazilian 
■ subsidiary,  LHS  do  Brazfl. 
i CampeJo  joined  LHS  from  SAP, 

J where  he  was  director  of  utilities 
for  the  company's  Brazilian 
; business  unit 

j • Wildfire  Communications  has 
named  Chris  Hart  as 
' vice-president  and  mcuiaglng 
| director,  Europe,  to  lead  the 
! European  expansion  of  its 
1 voice-activated  virtual  assistant 
called  Wildfire.  Hart,  42.  joins  .. 

1 from  Nortel  Networks. . 

• International tagtstics  service 
provider  Tfobett  & Britten  Group 
has  ^pointed  Tom  Brown,  44; 
to  the  newly  created  position  of 
operations  director  at  its 
Continental  Europe  business  uni L 
Brown  joins  from  BOC 
Distribution  Services. ' 

People  on  the  Move  is  edited  by 
Lisa  Wood.  Phone  0044171  873 
3605 
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SIEMENS 


Travel  agents,  airlines,  hotel  chains,  car  rental  companies  have  all  turned  to  Siemens 
Business  Services  (SBS)  for  innovative  &~SPEED  ™ solutions.  Anytime,  anyplace, 
anywhere....  Your  customers  want  24  hours  a day,  7 days  a week  access  to  organize, 
book  and  pay  fortheir  vacations.  Are  you  up  to  speed  ? 
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The  UK  is  a maritime 
nation,  or  rather  it  was;  and 
whatever  greatness  histori- 
cal correctness  still  allows 
Britain  to  pride  itself  an  was 
founded  upon  a command  of 
the  seas  - Britannia  Rules 
the  Waves  and  all  that.  It 
■trades  stffl  around  the  world, 
perhaps  as  much  as  ever, 
but  the  container  traffic  by 
which  it  Keeps  it  up  is  now 
all  but  Invisible,  certainly 
- unromantic,  and  probably 
registered  abroad. 

ft  was  only  40  years  ago 
that  the  cranes  still  worked 
along  the  Southwark  bank, 
aztd  all  those  smart  flats  and 
studios  beside  tbe  Thames 
. were,  warehouses  stuffed 
with  merchandise.  And  as 
with  the  Port  of  London,  so 
tt  has  been,  more  or  less, 
with  all  tbe  ports,  large  and 
small,  from  Newlyn  to  Peter- 
head. Tbe  Sea  no  longer 
holds  the  central  place  that 
once’  It  did  in  tbe  national 
life. . 

Behind  the  spectacular 
£20m  redevelopment  of  tbe 
National  Maritime  Museum 
(which  has  thrown  the  larg- 
est tree-span  glass  roof  in 
Europe  across  its  former 
central  courtyard)  lies  the 
prime  intention  to  address 
this  perceptual  shift  of  atti- 
tude In  a more  positively 
didactic  and  interpretative 
manner.  As  is  the  way  nowa- 
days, this  means  a more 
inter-active,  audio-visual, 
explicatory  approach  - 
which  may  work,  or  may 
not.  We  know  how  intrusive 
yet,  in  other  moods,  how 
engaging,  such  things  can 
be. 

- With  two  handsome 
ranges  of  new  galleries  dedi- 
cated to  the  museum’s  unri- 
valled collections  of  paint- 
ings, drawings  and  engrav- 
ings upon  marine  subjects  of 
all  kinds,  and  more  than  lm 
photographs  and  negatives, 
we'  may  look  forward  to  a 
long  future  of  interesting, 
infinitely  various  exhibi- 
tions. 

An  immediate  gesture 
symbolic  of  this  commitment 
to  art  has  been  the  commis- 
sioning of  seven  young  or 
youngish  artists  to  respond 
to  tbe  museum's  collections, 
or  its  general  purpose,  or 
their  own  experience  of  the 
sea,  but  not  as  a collective 
exercise.  Each  artist  has 
worked  alone,  and  the 
results,  which  will  remain 
permanently  in  the  museum, 
are  unrelated  to  each  other, 
and  shown  separately. 

“New  Visions  of  the  Sea" 
is  tbe  title  under  which  they 


l&otatad  and  shut  off  in  its  on  special  gallery.  Humphrey  Ocean's  nicety  ironical  The  Rrst  of  England1 

Sea  visions  all  but  beached 

William  Packer  surveys  the  specially  commissioned  works  of  Britain's  new  National  Maritime  Museum 


have  worked,  an  invitation 
indeed  to  do  more  or  less 
anything  they  liked,  and  in 
principle,  in  its  open  yet  dis- 
creet embrace  of  the  contem- 
porary. the  initiative  is 
broadly  to  be  welcomed. 

But  in  the  event,  it  is  also 
predictable  in  the  kind  of  art 
that  it  addresses,  with  all 
but  one  of  tbe  seven  works 
conceptual  to  a degree.  Some 
work  there  was  bound  to  be, 
and  individual  pieces  are 
unexceptionable,  but  dose  to 
87  per  cent  is  a bit  much. 
Certainly  “The  First  of 
England".  Humphrey 
Ocean's  large  and  nicely 
ironical  painting  of  modem 
voyagers  oh  the  deck  of  a 
cross-Channel  ferry  off  the 
White  Cliffs  of  Dover,  is  iso- 
lated still  further  by  being 
shut  off  in  its  special  gallery. 

The  scene,  or  rather  tone, 
is  set  by  Bill  Fontana's 


“sound  sculpture"  (that  pli- 
able and  concrete  medium), 
that  greets  us  at  the  gates  of 
the  museum  with  the  sound 
of  the  waves  crashing  on  the 
Cheal  Beach.  All  very  evoca- 
tive and  mood-inducing,  but, 
live  or  recorded,,  just  when, 
some  of  us  might  ask  our- 
selves, does  a . sound  effect 
become  a work  of  art? 

Directly  inside  the  new 
main  entrance  is  Lucy 
Blaksted's  video  wall,  a 
nicely  worked  exercise  from 
a distinguished  documentary 
film-maker.  It  is  called  “The 
Shipping  Forecast  Wednes- 
day 9 December  1998  12.01 
GMT”,  and  is  the  combined 
product  of  the.  far-flung 
cameramen  who,  watches 
synchronised  at  Blaksted’s 
direction,  filmed  the  sea  on 
the  spot  as  the  familiar  Sea 
Area  litany  for  the  day  was 
read  out 


Tacrta  Dean  has  continued 
to  work  upon  her  fascination 
with  Donald  Crowhurst  the 
yachtsman,  who,  having  fal- 
sified his  position,  was  lost 
at  sea  on  the  single-handed 
Round  tbe- World  race  of 
1968. 

Here,  her  “art-work"  con- 
sists of  a simple  text  *TT  IS 
THE  MERCY",  the  final 
entry  in  Crowhurst’s  log, 
inscribed  on  the  balcony  rail 
above  Sir  Robin  Knox-John- 
s ton's  own  round-the-world 
yacht,  Suhaili  - very  poi- 
gnant and  meaningful.  She 
has  also  taken  photographs 
of  Crowhurst's  trimaran, 
Teignmouth  Electron,  now  a 
beached  and  derelict  hulk  on 
the  Cayman  Islands.. 

Stefan  Gee's  contribution. 
“Faedm”,  is  a blue  globe, 
now  much  buckled  and 
pushed  in  on  itself  under 
pressure  in  a hyperbaric 


testing  chamber,  and 
minutely  painted  with  num- 
bers registering  the  depths 
in  fathoms  at  various  points 
of  the  world’s  oceans.  Kasia 
Moraska  has  made  a bronze 
sculpture,  “The  Bridge", 
loosely  based  upon  the  naval 
epaulette. 

And  Rosie  Lever) ton,  last 
of  the  seven,  has  made  a del- 
icate abstracted  boat  consist- 
ing of  small  panes  of  glass 
strung  together  in  mid-air.  It 
hangs  close  by  the  stem-gal- 
lery and  figurehead,  which 
are  all  that  survive  of  the 
Implacable,  the  French  man- 
of-war  taken  at  Trafalgar 
and  blown -up  by  the  Royal 
Navy,  just  after  the  last  war, 
in  an  act  qf  penny-pinching, 
unimaginative,  unnecessary 
vandalism. 

Called  “Absentee'*,  as  if  it 
were  the  ghost  of  a ship,  it  is 
for  me.  along  with  Oman's 


painting,  the  most  successful 
of  these  commissioned 
works,  for  being  the  least  lit- 
eral, limited  and  imagina- 
tively limiting  - tbe  sins  of 
conceptual  art 
Ambiguous  in  its  presence, 
intriguing  in  its  form  and 
substance,  entirely  itself,  it 
is  a proper  sculpture. 

New  Visions  of  tbe  Sea:  The 
Natl  mud  Maritime  Museum, 
Greenwich.  London  SB  10:  a 
contemporary  art  initiative 
supported  by  the  National 
Lottery  through  the  Arts 
Council  of  England,  with 
grants  from  the  Henry 
Moore  Foundation,  the 
Esmee  Fairbaim  Charitable 
Trust,  The  Elephant  Trust, 
Marks  and  Spencer,  Rankin 
Glass,  the  National  Hyper- 
baric Centre  and  the  Friends 
of  the  National  Maritime 
Museum. 


CONCERTS  ^LONDON : 

Spotlight  on 
the  Big  Three 


Tbe  past  weekend  provided  a 
good  opportunity  to  check 
tbe  musical  health  of  the 
UK.  Three  of  its  leading 
orchestras  were  in  London 
and  each  came  with  a music 
director  very  important  to  It 
- either  past,  present  or 
future. 

At  the  Barbican,  the  Royal 
Philharmonic  Orchestra  was 
on  show  with  its  present 
music  director,  Daniele 
Gatti  We  seem  to  see  less 
and  less  of  this  orchestra 
live  these  days;  sadly,  Thurs- 
day’s concert  did  not  encour- 
age one  to  see  it  more  often. 
Although  the  musicians  of 
the  RPO  played  well  enoagh, 
the  programme  - one  of  its 
Berg  and  Mahler  series  - 
had  nothing  in  it  to  enjoy. 

Catherine  Malfitano  sang 
painfully  out  of  tune  and 
with  no  romantic  beauty  of 
tone  in  Berg's  Seven  Early 
Songs,  though  she  fared  bet- 
ter in  the  three  fragments 
from  Wazzeck.  Gatti's  perfor- 
mance of  Brahms’s  Second 
Symphony  was  like  wading 
through  treacle.  Everything 
was  stickily  legato  and  Gatti 
underlined  the  important 
moments  so  lugubriously 
that  the  symphony's  feet 
stuck  to  the  ground. 

On  Friday,  the  City  of  Bir- 
mingham Symphony  Orches- 
tra returned  to  the  Royal 
Festival  Hall  for  the  latest  zn 
its  Towards  the  MiTtonnimn 
concerts.  It  was  the  past 
music  director  this  time  - 
Simon  Rattle,  who  has  been 
the  driving  force  of  this  sur- 
vey of  music  through  the 
20th  century. 

With  only  a year  to  go, 
Towards  the  MUtamimn  has 
reached  the  music  written  in 
the  1980s,  recent  enough  to 
maW»  picking  winners  diffi- 
cult. Kurtfig’s  Orabstein  fUr 
Stephan  is  concerned  with 
effects  rather  than  substance 
and  looks  unlikely  to  survive 
for  long.  Birtwistle's  Earth 
Dances , played  last,  creates  a 
powerful  sense  of  having 
been  drawn  up  from  the 
depths  of  some  primeval 
soul,  but  take  any  five  min- 
utes of  it  and  they  tend  to 
sound  like  any  other  five. 

Tbe  piece  most  likely  to 
reward  repeated  listening 


was  Gubaidulina'8  Offerto- 
rfum.  Though  disjointed  and 
fragmentary  in  the  first  half, 
it  draws  its  elements 
together  into  a sustained 
finale  which  leaves  the 
cumulative  feeling  of  signifi- 
cant stature.  It  also  provides 
a concerto  framework  of 
many  possibilities  for  the 
solo  violinist,  here  the 
cogent  Vadim  Repin. 

On  Saturday,  it  was  the 
turn  of  the  London  Philhar- 
monic Orchestra  and  its 
principal-conductor -to-be , 
Kurt  Masur.  After  years  of 
searching  for  a conductor, 
not  to  mention  - a bigger 
problem  - the  money  to  pay 

The  initial 
rustle  of  the 
strings  was 
urgent  rather 
than  restful 


for  one,  tbe  LPO  seems  to 
have  made  a good  choice. 

The  autumnal  accompani- 
ment to  Strauss’s  Four  Last 
Songs  glowed  as  tf  conductor 
and  orchestra  shared  the 
same  yearning  for  its  sunset 
warmth.  Felicity  Lott  was 
lucky  to  sing  with  this  qual- 
ity of  support  and  phrased 
the  ebb  and  flow  of  Strauss's 
long  melodic  lines  beauti- 
fully at  Masuria  well-judged 


His  performance  of  Bruck- 
ner’s Fourth  Symphony  was 
unusually  eventful.  The  ini- 
tial rustle  of  the  strings  was 
urgent  rather  than  restful 
and  all  four  movements 
came  with  clearly  dramat- 
ised scenarios.  Some  of  the 
exposed  orchestral  parts 
sounded  tentative,  not  least 
the  out-of-time  cellos  near 
the  end,  and  it  will  be 
Masuria  job  to  sort  out  prob- 
lems such  as  those. 

At  least  for  this  orchestra 
the  fhture  promises  to  be 
better  than  its  immediate 
past. 

Richard  Fairman 
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BREND^I^pN ' 

Closer 

Musk  Box  Thsaire,  Broadway 

1 know  what  men  want," 

announces  a young  woman 
'i  named  Anna  in  the  opening 
, scene  of  Patrick  Marber's 
1997  drama.  Closer,  which 
originated  at  London's 
National  Theatre  and  has 
just  opened  on  Broadway. 

Her  pronouncement  is 
expressed  in  blunt,  orgasm- 
obsessed  language,  but  it  is 
essentially  , a condensed  ver- 
sion of  what  Freud  - tbe 
kind  of  egg-headed  writer 
Anna  loathes  - said  that 
every  lover  .wants:  a combi- 
nation of  animal  passion  and 
dviEsed  tenderness. 

. ' Male  desire,  along  with 
truth,  fantasy  and  the  mal- 
leability of  erotic  identity, 

- are  among  the  many  issues 


that  Patrick  Marber 
addresses  in  this  dark, 
direct,  highly  stimulating 
play,  and  if  there  is  some- 
thing profoundly  unresolved 
about  his  exploration  of 
these  matters  then  that  may 
have  less  to  do  with  flawed 
dramaturgy  than  with  the 
nature  of  sexual  thrill  seek- 
ings,  which  in  Marber's 
world  is  a pursuit  fully  satis- 
fied only  by  death. 

It  is  not  accidental  that 
the  play  ends  in  a cemetery, 
nor  is  it  by  chance  that  the 
story  begins  in  a hospital 
waiting  room:  in  the  sex 
wars  as  seen  by  Marber,  we 
are  all  casualties. 

Although  the  production’s 
set.  by  Vicki  Mortimer, 
which  sits  uncomfortably  on 
the  Music  Box's  stage,  con- 
sists primarily  of  hulking 
brown-gray  battlements,  and 
the  play's  language  is  shot 
through  with  images  of  pri- 
mal struggle,  tbe  action  Is 


almost  unbearably  small  in 
scale. 

Over  a four-year  period  in 
contemporary  London,  we 
observe  the  formation  and 
dissolution  of  relationships 
among  two  men  and  two 
women.  While  there  is  noth- 
ing particularly  novel  in 
Marber’s  erotic  set-up  - Paul 
Mazursky  used  a more  com- 
munal variation  of  it  in  his 
1969  movie  Bob  and  Carol 
and  Ted  and  Alice,  and  in 
his  two  recent  films  Neil 
LaBute  has  created  Ameri- 
can cousins  to  Marber's 
cut-throat  males  - the  play's 
sexual  explicitness  nonethe- 
less feels  bractngly  original. 

Each  member  of  the  quar- 
tet struggles  to  be  kind  and 
considerate,  or  at  least  . hon- 
est. with  the  others,  yet  they 
are  all  capable  of  brutal  com- 
petitiveness. By  profession. . 
each  is  invasive:  Alice  (Anna 
Friel),  a lap- dancer- and  erst- 
while courtesan  plumbs 


men’s  fantasies;  Dan  (Rupert 
Graves),  an  obituary  writer, 
traffics  in  messy  biogra- 
phies; Larry  (Ciaran  Hinds), 
a dermatologist  slices  (men 
damaged  tissue;  and  Anna 
(Natasha  Richardson),  a pho- 
tographer, “steals  souls". 

While  Marber's  handling 
of  the  characters’  chronolo- 
gies is  expert,  there  Is  an 
unnerving  variability  in  the 
performances.  This  may 
have  to  do  with  their 
unequal  experience  with  the 
play,  and  also  with  the  way 
the  roles  are  written. 

Richardson,  for  example, 
who  is  new  to  tbe  proceed- 
ings, has  the  least  fleshed- 
out  part.  Her  curvaceous 
form  and  slightly  slutty 
high-heeled  gait  are  suffi- 
cient to  attract  our  atten- 
tion, butherAnna,unti]ilate 
in  the  second  act,  is  other- 
wise such  a cipher  , that^  it  Is 
difficult  to  believe  thgt  the 
two.  guiys  would  keep»jf!lght- 


ing  over  her,  unless  Marber 
means  to  suggest  that  men 
will  invariably  prefer  a 
woman  long  on  shape  but 
short  on  personality.  It  is 
easier  to  project  one's  fanta- 
sies on  to  a screen  that  is 
blank  than  one  which  is 
crackling  with  intelligence. 

Richardson's  vocal  style, 
unfortunately,  fails  to 
heighten  Anna's  physical 
allure.  Her  delivery  is  so 
slow  that  at  times  you  feel 
part  of  an  old-fashioned 
transatlantic  phone  conver- 
sation. where  every  ex- 
change is  delayed  by  a half- 
beat 

Graves  is  very  good  as  a 
mobile-tethered  man,  who, 
to  prove  he  is  not  a complete 
cad,  can  dissolve  into  sofas  to 
get  'ms  way.  Friel.  on  the ' 
other^hand,  ^ows  that  if 
she  traps  oghthe  tears  too 
often  fa£g  fr^e.yaif  routine 
will  drive  metHaway. . 

. The-richSt-  performance 


Uneven  performances:  Natasha  Richardson  and  Ciaran  Hinds  ki  'Closer1 


JaanMinuE 


here  belongs  to  Hinds.  In  its 
journey  from  the  tight  con- 
fines of  tbe  National's  Cot- 
tesloeiwhere  the  actor  was  a 
member,  of.  titffe  play's  origi- 
nal cast,  to  the  vast  prosce- 
nium of  Broadway's  Music 
Closer  has  lost  a fair 


amount  of  intimacy,  but,  at 
least  when  Hinds  is  on  stage, 
little  of  its  power. 

Whether  confessing  an 
infidelity  in  his  bedroom  or 
maltreating  a stripper  at  a 
nightclub.  Hinds  creates  a 
multi-faceted  individual  who 


both  craves  and  causes 
humiliation.  His  jagged  yet 
affecting  plight  helps  make 
the  play  not  only  a bleak 
exercise  in  contemporary 
sexual  politics,  but  a 
humane  study  in  painful 
romantic  contradictions. 


INTERNATIONAL 


Picasso  in  Paris,  ft  presents 
Picasso’s  engravings  as  a diary, 
a daily  examination  of  his 
emotions:  it  follows  the  different 
themes  and  techniques  that 
inform  the  artist's  worfc;  to  Apr  4 


AMSTERDAM 

DANCE 

Hat  Muziektheater 

Teh  31-20-551  8911, 

Dutch  National  Ballet 
programme  combining,  the  Dutch 
premiere  of  Acts  of  Light  by 
Martha  Graham*  with  the  world 
premiere  of  Krzysriof  Pastor's 

Bitter  Sweet,  and  Balanchine’s 
Symphony  ‘m.G;  Mar  30,  -31;  Apr 
2,3,4. 

EXHIBITION  ' 
ffijksmuseum 

Teh  31-20473  2121  : , -i' 

Shakudo:  display,  ctf  Asiatib ' 

o^ectohigh^:  popular  In  Europe  - 
and  imported  in  . large  qtiaritraes  \ 
by  pwtoh£sSt  Inrfia  ; 
Company.  Mafrrty -they  were  _ . 
luxury  goods  £ueh  as'  sword  hitts 

and  tobacco  Jx»ces;.to  Apr  5.  • 

BARCELONA 

'EXHIBITION  i " 

Museu  Picasso. 

Tel:  344-319  6310  , . ..  ■ 
Picasso  - Engravings  1fl00-1 942: 
temporary  exhibition  with  more 
than  250  wotks.from  the  Mus6e 


BERJCJN 

CONCERTS 

.Staatsoper  unter  den  Linden 
Tek  4940-2035  4555  . ' . 
www.^aatsoper-beriin.org 
- # Chicago  Symphony  • 

Othestra:  conducted  by  Daniel 
Barenboim  In  works  by  R 

• Strauss;  Apr  3 ' 

• Chicago  Symphony  Orchestra 
and  Chores:  conducted  by  Daniel 
Barenboim  Brahma's  Goman 
Requiem,  with  soprano  Dorothea 
Rfischmann  and  baritone  . 
Thomas  Quasthoff;  Mar. 31  .. 

• Chicago;  Syrophofiy  Orchestra 
and  Chore®:  concert 
performance  of  Moses  und  Aron, 
by  Schoenberg,  conducted  by 
Pierre  Boulez,  with  a cast  led  by 
David  Pittman-=Jennlngs  and 
Chris  Merritt;  Apr  1 

' • Staatskapelte  Berlin: 
‘conducted  by  Pierre  Boulez,  in 
. 'Mahler's  Das  Ued  yon  der  Erde, 

; wWi  tenor  Jot  Viilare  and 
' baritone  Roman  Trakel;  Apr  4 

DANCE 

Deutsche  Oper 
Tel:  4940-34384-01 
m Cinderella:  staging  by  Roberto 
de  Olhre&a.  Kevin  McGutcheon 

• -.conducts  Prokofiev's  score;  Mar 

81;  Apr  3 

OPERA 

Deutsche  Oper 
Tek  49-30-34384-01 


• Der  Flfegende  Hollander  by 
Wagner.  Conducted  by  Rudolf 
Piehlmayer  in  a staging  by  Gfitz 
Friedrich;  Apr  1 ■ 

• Matth&us-  Passion:  - 
Christopher  Hogwood  conducts 
Johann  Bach's  and  Felix  • 
Mendelssohn’s  score;  staged  by  . 
GOnther  Decker,  Gotz  Friedrich 
and  Dietflnde  Cateow;  Apr  2,  4 . „ 
Staatsoper  unter  deh  Linden 

Telr  4940-2035- 4555 
www^tsatsoper-beflin.org  . 

• Lohengrin:  by- Wagner. 
Conducted  by  Daniel  Barenboim 
In  a staging  by  Harry  Kup#«7  Mar 
30;  Apr  4 

• TannhSuser:  by  Wagner. 
Conducted  by  Danfef  Barenboim 
in  a staging  by  Harry  Kipfer}  Apr 

2 • . 

bonn  - 

EXHIBITION 

Kunst-  and  AussteOungshafle 
der  Bundesrepubfik' 

Deutschland 

Tel:  49-22B-917-1200 
wwwJtaMxxtn.de  . . ' r r 

Museu  Nacional  de  Arte  Anffg?,'  - 
Lisbon:  this  latest  In  tha- 
museum's  Great  Collections  - 

series  leads  visitore  through : - 
seven  centuries,  of  Portuguese  art 
and  history.  The  200  works  on 
display  include  paintings, 
sculptures  and  drawings,  as  wan 
as  objects  made  in  Portugal's 
porcelain  factories  and  gold 
workshops;  to  Jul  11 

HOUSTON  _ 

exhibition 

The  Museum  of  fine  Arts 

Tel:  1-713-639  7540 


Art  at  W drier  Fbrty  Years ^of  the. 
Chase  Manhattan  Collection. 
Celebrates  the"  40th  anniversary 
of  an  art  program  that  Kas 
become  the ’model,  for,./ 
conMfatl^fwbrkfwide< 
art.  Is  presented  jornfy.-wHft  1 
Contemporary' Arts  Mtisaim. 
Shows  some- 77  works,  -j 
iiicorporaling  the  major  art 
movements  from  postwar  -. 
American:  and  - Eurcpean  aft 
starting  vtfth  Abstract 
Expressionism;  to  May.2iv>, 


LONDON 

CONCERT 
Royal  Festival  HaB  . 

Tel:  44-171-9604242 
BBC  Symphony  j 
Chores;  conducted  by 
Davfe  ip  the  wqricf  premitf&’tof 
Richard  Caution's  Mi&enhkkn 
Scenes,  and  works  by  Britten, 
Birtwistle  and  Tippett;  V . 
MarSf 

' • ' - . ‘t  • 

EXHIBITION.  '■ 

Victoria  and  Albert  Museum 

ret  44-171-938  8500  - " 

The  Aits  of  tbe  Sikh  Kingdoms: 
first  international  axhlbitfc^of  its 
kind  which  tells  the  story.of.the 
cultural  heritage  of  the  S&hs» 
Coincides  with  the  300th^  ‘ 
anniversary  of  Guru  Gob^td ; 
Singh's  creation  of  the 
brotherhood  of  the  Klialse;  to 
Jul  25  ' ....  4^.- 

••  ' •:^>A 

OPERA 

English  National  Opera,”;  ‘ ? 
London  Coliseum  _ 

Tel:  44^171-632  8300  . 

• Melistofele:  by  Boito^i- ' 


Conducted  bY-Qffver  vop 
Dohnfinyf  frf  * new  srBrglrig  by  Ian 
Judge;  Mar.  3Q;  Aar  €fcV  v \ 
Saipmer  pi^TVttrerton ' 
&xwluc^R^^|tivStrauss’  opera, 
sterr^g'Wtan  Tterney  as  "Salome 
^iri’  Davldisveaux’s  production; 

; Apr  l -..V,v 

los  Angeles 

CONCEFR1  • ' . 

Music  Center:  Dorothy 
Chandler  Pavilion 
Tef:  1-213-365  3500 
¥rwwJaphll.otg 
Los  Angeles  Philharmonic: 
conducted  by  Antonio  Pappano 
in  works  by  Honegger.  Liszt,  and 
Mendelssohn;  with  Jean-Yves 
Thfljaiidet  on  piano;  Apr  1, 2, 3 

ItoGNICH 

CONCERTS 
PtiBharroonie  Gasteig 
Tat  4949-5481  8181 

• Munich  Bach  Choir  and 
Orchestra:  conducted  by 
Hams- Martin  Schneidt  in  Bach's 
St  John  Passion:  Mar  31 

• Munich  Philharmonic 
Orchestra:  conducted  by 
James  Levine  in  works 
by  Berg  and  Mahler,  with 
violin  soloist  Christian  Tetztaff, 
Mar  30 

NEW  YORK 

EXHIBITION 

Whitney  Museum  of  American 
Art 

Teh  1-212-570  3633 
Ray  Johnson:  Correspondences 
examines  various  works  (1950’s 
to  1990's)  from  the  coflagist  and 


malt  artist  who  has  earned  a 
legendary  reputation  and  for  his 
pop  art  Organised  by  the 
Wexner  Center  for  the  Arts,  Ohio 
State  University;  to  April  14 
2000 

OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Tel:  1-212462  6000 
www.metopara.org 
Susannah:  by  Floyd.  James 
Conlon  conducts  a new  staging 
by  Robert  Falls,  with  a cast  led 
by  Rente  Fleming  and  Samuel 
Ramey:  Mar  31;  Apr  3 
New  York  CHy  Opera,  New 
York  State  Theater 
Tel:  1-212-870  5570 
www.nycopera.com 
Don  Giovanni:  Christopher  Larkin 
debuts  as  conductor  with  sets 
and  costumes  by  Rolf 
Langenfass.  Victor  Benedetti 
leads  the  cast  in  the  title  role; 
Mar  30 

PARIS 

OPERA 

Opera  Natiorad  de  Paris,  Optea 
Bastille 

Tel:  33-1-4473  1300 
www.opera-de-paris.fr 
Lucia  di  Lammermoor  by 
Donizetti.  Conducted  by  Bruno 
Cam  pan  el  la  in  a staging  by 
Andrei  Serban  and  Robert 
Careen,  with  designs  by  William 
Dudley;  Mar  30;  Apr  1 

TOKYO 

CONCERTS 
Suntory  Hsfl 

Tel:  81-3-3584  9999 


Japan  Philharmonic  Symphony 

• Orchestra:  conducted  by 
Ken-ichiro  Knbayashl  ki  works  by 
Tchaikovsky  and  Prokofiev,  with 
piano  soloist  Hiromi  Okada;  Mar 
30 

• New  Japan  Philharmonic: 
Hiroshi  Wakasugi  conducts  in 
works  by  Afoan  Berg  and  Kurt 
Weill;  with  Mari  Midori kawa  and 
Michio  Tatars  as  soloists;  Apr  5 

VIENNA 

OPERA 

Wiener  Staatsoper 
Tel:  43-1-51444 
Macbeth;  by  VerdL  Conducted 
by  Simone  Young  in  a staging  by 
Peter  Wood,  with  a cast  led  by 
Leo  NuccV;  Mar  30 


TV  AND  RADIO 

• WORLD  SERVICE 

BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  International 
Monday  to  Friday,  GMT: 

0CL30:  Moneyfine  with  Lou  Dobbs 
13^0:  Business  Asia 
19.30:  World  Business  Today 
22JD0:  World  Business  Today 
Update 

• Business/Market  Reports: 

05:07;  06:07;  07:07;  0820;  0920; 
1fr20;  1150;  11^32;  1&50;  13^0: 
1420. 
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COMMENT  & ANALYSIS 


PETER  MARTIN 


Social  dynamics 


What's  the  link  between  a PC  and  a Mars  bar?  The  answer  tells 
you  much  about  the  real  challenges  of  product  innovation 


In  five  years'  time,  what  will 
be  the  difference  between  a 
television  set  and  a personal 
computer?  Technologically 
speaking.  said  Bill  Gates  last 
week,  they  will  be  identical. 
But  the  way  in  which  the 
two  devices  are  used  will 
remain  different,  he  said,  so 
we  will  continue  to  call  them 
by  different  names. 

This  is  a more  profound 
insight  than  it  seems.  Social 
context  is  an  increasingly 
important  element  in 
determining  business 
success.  Companies  have 
known  for  years  that 
products  and  services  must 
move  beyond  the  satisfaction 
of  utilitarian  needs.  That  is 
why  we  have  cars  - and 
computers  - that  are  not 
merely  black  or  beige. 

But  the  focus  of  product 
design  has  tended  to  be  on 
the  individual  purchaser  or 
user.  Too  few  companies  are 
aware  of  the  social  context 
in  which  their  products  are 
used:  fewer  still  redesign 
them  to  fit  better  into  that 
environment. 

Look  at  two  different 
examples.  They  may  not 
seem  to  have  much  in 
common.  But  in  fact  both  of 
them  tap  into  deep  human 
feelings  about  the 
distinction  between  the 
individual  and  the  group. 

The  first  is  the  PC, TV 
distinction  Mr  Gates  referred 
to.  The  other  is  the  success 
of  bite-sized  chocolate  bars. 

On  the  surface,  the 
difference  between  a PC  and 
a television  is  all  about 
sitting  positions.  You  sit  up 
at  a computer;  you  sit  back 
to  watch  TV.  You 
continuously  interact  with  a 
computer,  but  your 
relationship  with  a TV  set  is 
essentially  passive. 

Most  important,  you  work 
on  the  computer  alone,  or 
with,  at  most,  one  other 
person.  But  the  archetypical 
experience  of  watching  TV  is 
with  your  family  or  friends. 


as  part  of  a group. 

This  last  distinction 
underpins  all  the  others,  it  is 
hard  for  more  than  one 
person  at  a time  to  interact 
successfully  with  a TV  set  - 
just  ask  anyone  who  has 
ever  tried  to  wrest  the 
remote  control  from  a 
20-year-old. 

You  sit  up  to  transact 
business,  and  you  do  it  most 
efficiently  alone,  or  with  one 
other  co-purchaser.  You  sit 
back  to  be  entertained,  and 
this  is  most  fun  in  a group. 

Up  to  now.  product  design 
in  both  categories  has  been 
dictated  by  historical 
coincidence  and 
technological  legacies.  PCs 
look  the  way  they  do 
because  they  derive  from 
typewriters.  Televisions  are 
- in  physical  format  - a 
fusion  of  two  1920s  design 
themes,  radio  and  cinema, 
enhanced  by  Robert  Adler's 
1956  addition  of  a remote 
control.  The  two  products 
have  only  a screen  in 
common,  and  even  that  has 
been  based  on  different 
technology. 

Now,  as  Bill  Gates  points 


out.  the  technology  is 
converging.  But  the  social 
needs  are  not  You  still  need 
different  physical  formats  to 
match  the  different  contexts 
in  which  the  products  are 
used.  And  - though  Mr 
Gates  does  not  agree  - you 
will  probably  need  different 
on -screen  interfaces,  too. 

Success  in  each  product 
area  will  go  to 
manufacturers  who  best 
exploit  the  social  dynamics. 
By  offering  five  different 
colours  of  casing.  Apple’s 
iMac  computer 
acknowledges  that  a PC  is  a 
personal  tool,  a reflection  of 
an  individual's  taste. 

Other  much  smaller 
personal  computing  products 
are  also  being  developed:  the 
more  they  act  as  an 
extension  of  an  individual's 
personality,  as  in  SCom's 
Palm  range,  the  more 
successful  they  are. 

So  far.  nobody  has 
successfully  come  up  with  a 
format  for  an  Intelligent 
television  that  builds  on  tbe 
group  experience.  But  they 
will.  After  all.  confectioners 
were  able  to  take  a 


qulntessentially  personal 
experience  - eating  a 
chocolate  bar  - and  convert 
it  into  a group  one  by 
inventing  large  bags  of 
bite-sized  miniatures. 

Notice,  by  the  way.  that 
each  of  the  bite-size  pieces  is 
wrapped  in  the  same  way  as 
the  full-size  bar.  Sharing  a 
handful  of  tiny  Mars  Bars 
with  your  friends  is  more 
rewarding  than  simply 
handing  out  unwrapped 
sweets  from  a bag;  it 
collectivises  the  Individual 
experience  of  unwrapping 
and  eating  a chocolate  bar. 

There  is  a similar 
opportunity  for  collectivising 
the  interactive  PC 
experience,  if  only  hardware 
and  software  manufacturers 
are  able  to  grasp  it. 

But  the  issue  ranges  more 
broadly  than  just  sweets, 
TVs  and  PCs.  In  the  early 
years  of  a product's 
life-cycle,  the  task  of  getting 
the  technology  to  market,  in 
a format  and  at  a price  that 
consumers  want,  is  heroic 
enough:  it  enforces  a 
one-size-fits -all  approach. 

The  second  step  is  to  think 
or  ways  of  varying  the 
product  to  meet  the 
individual  tastes  of  the 
purchase  decision-makers. 
Most  products  reach  this 
stage  early  in  their  lives. 

The  third  task  - in  many 
ways  the  most  demanding  - 
is  to  explore  how  the 
product  is  used  in  its  social 
context  and  to  tailor  it 
accordingly.  Many 
companies  foil  to  do  this. 

The  fourth  step  is  to  find 
subtly  different  social 
contexts  in  which  the 
product  could  be  used,  if 
only  it  were  modified 
slightly.  This  is  the  leap  that 
confectioners  have  made, 
but  makers  of  intelligent 
TVs  have  not.  It  is  the  step 
that  shopping  mall  owners 
take  when  they  create  “male 
creches1'  to  amuse  their 
female  customers'  partners. 
and  stop  them  bringing 
lucrative  shopping 
expeditions  to  a premature 
halt. 

Modern  life  has  many 
aspects  that  are  solitary  and 
isolating.  But  human  nature 
has  a strong  social  and 
collective  streak.  The  most 
successful  companies  will 
recognise  that  innate 
yearning  - and  create 
products  and  services  that 
feed  it 

peter.martimAfLcom 


FINANCIAL  TIMES 

AUTOMOTIVE 

WORLD 

The  world's  first  truly  global  automotive  magazine 


With  the  launch  of  FT  Automotive  World,  the  international 
motor  industry  will  at  last  have  a monthly  magazine  providing 
complete  and  authoritative  global  coverage. 

■ Keynote  interviews  with  the  industry’s  leaders 

■ Expert  news  analysis 

■ Major  features  offering  unrivalled  insight  into  the  industry's  trends 

■ Vital  market  and  company  data. 

Now  is  the  time  for  you  to  make  use  of  the  world's  greatest 
source  of  automotive  business  information. 


Visit  ns  at 
SAE  *99  stand  2148' 
Genera  Motor  Stow  j 
stand  082 


To  apply  for  .a;  FREE  subscription  to  FT  Automotive  World,  simply  complete  the  form  below  and  fax  it  to  +44  (0)  171  896  2723. 
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LETTERS  TO  THE  EDITOR 
Meeting  Africa’s  agricultural  needs 


From  Mr  Philip  S.  AngelL 
.-  Sir,  Dr  Hans  Herren,  direc- 
tor general  of  the  Interna- 
tional Center  of  Insect  Physi- 
ology and  Ecology  in 
Nairobi,  states  that  “too  nar- 
row an  approach  to  food 
security  is  dangerous”  about 
using  genetically  modified 
foods  in  African  agriculture 
("Genetic  engineering  will 
not  feed  hungry,  say  Afri- 
cans”, March  16).  At  Mon- 
santo, we  completely  agree. 
No  life  sciences  company 
claims  genetic  engineering  is 
the  solution  to  the  develop- 
mental challenges  facing 
African  agriculture.  Bather, 
we  have  only  ever  claimed 
that  biotechnology  is  one 
tool  in  a comprehensive, 
integrated  and  culturally 
sensitive  solution  to  African 
agricultural  challenges. 

More  research  must  be 
done  on  food  and  cash  crops 
grown  commonly  in  the 
developing  world  - and  we 
are  doing  that  In  Kenya,  for 
instance,  we  have  developed 
sweet  potato  strains  resis- 
tant to  diseases  now  destroy- 
ing up  to  50  per  cent  of  the 


crop.  We  are  also  working  on 
improving  yields,  pest  and 
disease  resistance  for  Afri- 
can crops  such  as  rice,  cas- 
sava and  maize.  When  Inte- 
grated, managed  and 
implemented  in  ways  sensi- 
tive to  African  circum- 
stances, these  crops  may 
help  meet  African  food,  envi- 
ronmental and  economic 
development  needs. 

One  example  demonstrates 
how  biotechnology  can  help 
meet  critical  world  health 
needs.  Monsanto  has  devel- 
oped a method  for  enhancing 
beta  carotene,  a precursor  of 
Vitamin  A.  in  a variety  of  oil 
seed  crops.  A teaspoon  of  oil 
from  these  plants  will  pro- 
vide the  daily  adult  require- 
ment of  Vitamin  A.  We 
recently  donated  this  tech- 
nology to  a partnership  com- 
prised of  the  US  Agency  for 
International  Development 
and  other  non-governmental 
agencies  for  use  in  the  devel- 
oping world. 

This  is  important  because 
tens  of  thousands  of  children 
in  the  developing  world 
today  go  blind  and  suffer 


other  related  health  prob- 
lems from  a vitamin  A defi- 
ciency. Using  this  technol- 
ogy, farmers  can  grow  crops 
they  have  always  grown 
using  traditional  methods 
for  foods  that  contain  suffi- 
cient vitamin  A to  dramatic- 
ally improve  the  lives  of  mil- 
lions. Also,  these  seeds  can 
be  sustainably  formed  with- 
out new  and  costly-  health- 
care. transportation  and  pro- 
cessing infrastructures. 

Finally,  no  farmer  any- 
where is  forced  to  buy  genet- 
ically modified  seeds.  Unless 
they  deliver  benefits  - yield, 
cost,  environmental  and  so 
on  - beyond  current  agricul- 
tural practices,  why  would  a 
former  buy  them?  In  the  end 
it  is  a matter  of  choice  and 
who  makes  choices  about 
quality,  yield  and  potential 
profitability.  We  think  form- 
ers are  most  qualified  to 
make  this  choice. 

Philip  S.  AngelL 
director,  corporate 
communications. 

Monsanto, 

Washington  DC.  US 


Let  market  judge  where 
capita]  is  best  employed 


From  Mr  Michael  Bartrxm. 

Sir.  My  congratulations  to 
Martin  Wolf  for  his  excellent 
column  (“Carmaker's  auc- 
tion". March  22)  on  the  pros- 
pects of  support  from  tbe 
government  for  BMW’s  ail- 
ing Raver  subsidiary. 

Setting  aside  why  Rover  is 
in  trouble  (tbe  fact  that  no 
one  wants  to  buy  its  cars 
could  be  key  to  this)  Mr  Wolf 
asks  the  pivotal  question  of 
whether  the  government 
should  he  considering  any 
form  of  assistance.  At  its 
simplest,  this  is  a question  of 
whether  taxpayers’  money 
should  be  used  to  support 
private  industry.  Public 
assistance  for  private  enter- 
prise leads  to  inefficiencies 
in  the  allocation  of  capital. 
One-off  injections  of  state- 


funded  capital  do  nothing  to 
make  a company's  products 
more  marketable  (or  that 
company  more  profitable). 
Far  better  to  leave  the  mar- 
ket to  be  the  judge  of  where 
capital  is  best  employed. 

Politicians  should  restrict 
their  activities  to  ensuring 
the  overall  environment  is 
not  hostile  to  business,  but 
this  does  not  extend  to 
endowing  some  industries 
with  rescue  packages.  The 
UK  government’s  actions  in 
this  instance  will  indeed  be  a 
guide  to  whether  New 
Labour  is  prepared  to  "walk 
the  talk”  in  the  area  of  busi- 
ness enterprise. 

Michael  Bartrom, 

Lower  Farm,  Northmoor, 
Oxon  OX8  1AU,  UK 


Simple  truth 
about  manners 

From  Mrs  Julia  Peachey. 

Sir,  I enjoyed  Lucy  KeDa- 
way’s  column  "Manners, 
mime  and  management” 
(March  22)  on  how  high- 
flying executives  are  forget- 
ting the  most  basic  common 
courtesy  of  acknowledging 
the  receptionist.  One  of 
course  must  always  appreci- 
ate that  manners  and  cour- 
tesy cost  nothing.  Only  those 
whose  self-importance 
exceeds  this  simple  truth 
will  in  the  end  fail  them- 
selves, even  if  it  is  but  for 
the  simple  fact  of  not  receiv- 
ing life's  own  very  important 
message.  Take  heed:  it  is 
always  manners,  not  money, 
that  maketh  tbe  man, 

Julia  Peachey. 

II  Ascot  Close, 

Bishops  Stortford,  Herts,  UK 


Clean  sheet  as 
Jexim  merges 

FTmlkukoMat^ta. 

Sir,  Your  article  “Export 
credit  agencies  attacked  over 
environment  (March.  26) 

presents  the  troubling  prob- 
lem of  public  money  funding 
environmental  destruction 
through  secretive  financial 
institutions. 

The  Export-Import  Bank  of 
Japan  (Jexim)  regularly 
fimds  projects  that  displace 
indigenous  peoples  from 
their  homelands  in  the  Phi- 
lippines. degrade  tropical 
forests  in  Brazil,  and  alter 
the  Earth's  climate  through 
coal-fired  power  plants  in 
China.  Today  Jexira  has  no 
credible  environmental 
assessment  standards.  While 
US  export  credit  and  invest- 
ment insurance  agencies 
such  as  the  Overseas  Private 
Investment  Corporation  and 
US  Ex-lm  have  adopted  stan- 
dards, other  countries  are 
quick  to  approve  bottom-of- 
the-barrel  projects  that  do 
not  meet  basic  international 
guidelines. 

However,  a new  day  may 
be  emerging  in  Japan.  Jexim 
and  the  Overseas  Economic 
Cooperation  Fund  are  merg- 
ing this  year  and  will 
become  the  Japan  Bank  for 
International  Co-operation, 
which  will  rival  the  World 
wank  in  size.  The  ministry  of 
finance  and  economic  plan- 
ning agencies  recently 
pledged  to  adopt  to  common 
standards  in  conjunction 
with  this  merger.  If  our  gov- 
ernment follows  through  on 
this  pledge.  Japan  and  the 
US  can  jointly  set  an  exam- 
ple of  environmental  and 
social  leadership  for  the  rest 
of  the  world's  ECAs  to  follow 
as  we  start  the  new  century. 
Tbe  GS  should  call  for  trans- 
parent, common  internation- 
ally recognised  standards  for 
all  OECD  nations'  export 
credit  and  investment  insur- 
ance agencies  to  be  adopted 
within  the  next  year. 

Dniko  Matsnmoto, 

Friends  of  the  Earth  Japan, 
3-I7-24-2F,  Mejiro, 
Toshima-kn.  Tokyo,  Japan 
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Ditching  le  fairplay 

France  is  allowing  the  biggest  ever  takeover  bid  in  the  banking  sector  to  proceed 
despite  deep  reservations,  say  George  Graham  and  Samer  iskandar 


W 


hen  Jean- 
Claude  Trichet 
ran  the  French 
treasury  in  the 
l98Qs,  he  used  to  serve  very 
un-Parisian  pots  of  yoghurt 
for  his  business  breakfasts. 
French  financial  institutions 
lagged  behind  their 
Anglo-Saxon  counterparts, 
he  explained,  partly  because 
of  their  lower  consumption 
of  dairy  products. 

Today,  it  would  appear 
that  French  hankers  have 
been  eating  rather  too  much 
yoghurt  for  Mr  Trichet’s  lik- 
ing. Now  governor  of  the 
Bank  of  France,  he  has  spent 
the  last  week  trying  to  bro- 
ker a deal  that  would  end 
the  unprecedented  in-fight- 
ing between  three  of  the 
country's  largest  financial 
institutions. 

Yesterday,  Mr  Trichet 
gave  his  formal  consent  to 
the  unsolicited  bids 
launched  earlier  this  month 
by  Banque  Nationale  de 
Paris  for  Societe  Generate 
and  Paribas,  which  were 
themselves  planning  to 
merge. 

But  in  an  accompanying 
statement,  Mr  Trichet  said 
he  “hoped  the  establish- 
ments concerned  would 
reflect  and  engage  in  a dia- 
logue among  themselves 
with  a view  to  reaching  a 
solution  which  would  fully 
respect  each  house's  moral 
and  financial  interests  and 
preserve  the  best  interests  of 
the  banking  community.” 

The  statement  betrays  the 
depth  of  unease  triggered  by 
the  BNP  bids  in  the  heart  of 
the  French  establishment 
Michel  Pebereau,  BNP's 
chairman,  has  broken  the 
unwritten  rules  of  the 
French  way  of  doing  busi- 
ness: his  bids  are  hostile; 
they  threaten  to  open  the 
door  to  a foreign  white 
knight;  and  he  moved  with 
only  the  most  perfunctory  of 
advance  warnings  to  Mr 
Trichet  and  to  Dominique 
Strauss-Kahn,  the  finance 
minister. 

“What  the  establishment 
reproaches  is  as  much  the 
fact  that  Michel  Pebereau 
did  not  consult  the  governor 
of  the  Bank  of  France  in 
advance,  as  the  tact  that  the 
bids  are  hostile,"  one  senior 
French  financier  says. 

Lack  of  consultation  may 
not  be  unheard  of  in  other 
countries.  Paul  Martin, 
Canada's  finance  minister. 


JBuvCtaOa  TrtcUet 
Banque  da  Fiance 


heard  about  Royal  Bank  of 
Canada's  plans  to  merge 
with  Bank  of  Montreal  while 
shaving.  He  was  so  annoyed 
that  he  blocked  the  deal. 

But  even  in  the  US.  home 
of  the  free  market  liberalism 
France  is  now  embracing, 
Sandy  Weill  and  John  Reed 
took  great  care  to  brief  the 
Treasury  and  the  Federal 
Reserve  about  their  plans  to 
merge  Travelers  Group  and 
Citibank. 

The  breach  of  protocol  is 
all  the  more  shocking  in 
France,  where  the  world  of 
high  finance  Is  very  small 
indeed.  The  top  bankers  and 
bureaucrats  went  to  the 
same  schools,  worked 
together  in  the  same  minis- 
terial cabinets,  gossiped 
together  in  the  same  diners 

en  villa . 

A recent  report  from  Korn/ 
Ferry,  the  executive  search 
consultants,  pointed  out  that 
two-thirds  of  the  chairmen 
in  the  40  largest  listed  com- 
panies are  graduates  of  the 
same  two  schools:  Polytech- 
nique, the  engineering  insti- 
tute, and  Ecole  Nationale 
d' Administration,  or  Ena. 
which  grooms  Future  high- 
ranking  civil  servants.  Mr 
Pebereau  attended  both. 

The  same  graduates  also 
comprise  almost  half  of  all 
company  directors. 

“When  executives  of 
French  companies  meet  to 
discuss  a deal,  it  is  not 


unusual  to  spend  the  first 
half  hour  going  over  who 
had  better  grades  at  Ena,  to 
determine  who  is  to  speak 
first  during  the  meeting," 
says  a US  investment  banker 
based  in  Paris. 

The  protagonists  in  the 
BNP-SG- Paribas  drama  are 
closer  because  they  have 
spent  the  last  three  years 
discussing  every  possible 
permutation  of  mergers 
between  their  banks. 

Even  their  advisers  are 
closely  intertwined.  The 
investment  banks  advising 
BNP,  for  example,  an?  Laz- 
ard  - where  partner  David 
Dautresme  is  a former  chief 
executive  of  Credit  du  Nord, 
now  an  SG  subsidiary'  - and 
Goldman  Sachs  - where  Jac- 
ques Mayoux  is  a former 
chairman  of  SG. 

On  the  other  side,  Panbas 
has  brought  in  Rothschild, 
where  Marc-Olivier  Laurent 
used  to  be  head  of  mergers 
and  acquisitions  at  Credit 
Commercial  de  France, 
where  he  worked  for  Mr 
Pebereau. 

But  though  dnarques  and 
polytechniciens  may  still 
have  the  right  to  call  each 
by  the  familiar  tu  form,  in 
other  respects  the  forCe 
exerted  by  the  old  school 
ties  is  weakening  - as  Mr 
Trichet  has  found  out 

“The  chief  executives  of  50 
plus,  unlike  their  predeces- 
sors. are  all  now  running 


much  more  international 
businesses  and  have  trav- 
elled widely.  The  next  gener- 
ation down  has  gone  a step 
further  and  lived  abroad. 

The  politicians,  on  the  other 
hand,  have  stayed  at  home.  4 )\ 
The  gulf  between  them  and 
the  business  elite  is  growing 
wider  all  the  time,”  a senior 
French  banker  says. 

The  result  is  not  just  a less 
deferential  attitude  to  gov- 
ernment authority,  but 
something  of  the  convert's 
zeal  in  espousing  the  free 
market  in  its  ruthlessness. 

“This  will  be  decided  by 
the  market,  not  by  causeries 
de  salon  [drawing  room  chit- 
chat],” says  Baudouin  Prot, 
BNP’s  chief  operating  offi- 
cer. “In  France,  there  has 
always  b„een  a conflict 
between  the  party  of  order 
and  the  party  of  movement. 
Well,  this  is  very  much 
movement." 

Yet  the  takeover  battle 
itself  is  being  fought  out  on 
familiar  French  terrain, 
where  it  is  as  important  to 
win  over  the  government 
and  the  trade  unions  as  the 
shareholders. 

Despite  the  clearly  hostile 
reaction  of  Daniel  Bouton 
and  Andre  Levy-Inng,  chair- 
men of  SG  and  Paribas,  Mr 
PGbereau  continues  to  insist 
that  his  bids,  though  unsoli- 
cited, are  friendly.  His  argu- 
ments for  a three-way 
merger  are  peppered  with 
promises  not  to  cut  jobs  or 
close  branches.  Indeed,  BNP 
has  had  to  devote  consider- 
able effort  to  convincing 
investment  analysts  that  its 
merger  plans  will  not  gener- 
ate nearly  such  large  cost 
savings  as  they  think. 

Will  French  takeover  bat- 
tles be  fought  this  way  in 
years  to  come?  Some  Paris 
financiers  believe  Mr  Peber- 
eau may  have  opened  the 
door  to  an  upheaval  in 
France's  economic  structure. 

It  has  profound  implica- 
tions for  French  industry 
Why  not  ElflTotai,  or  Ren- 
ault /Peugeot?"  asked  one 
French  investment  banker. 

Even  after  yesterday’s  for- 
mal permission  to  proceed 
from  the  Bank  of  France,  the 
battle  is  far  from  over.  Its 
influence  on  French  busi- 
ness mores  will  depend  enor- 
mously on  the  result. 

As  one  senior  banker 
warned:  “if  Michel  Pebereau 
succeeds,  it  could  change  the 

rales  of  the  game  for  ever." 
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The  next  move  in  US  interest 
rates  should  be  upwards.  Euro- 
zone rates  must  go  down.  When 
the  the  US  Federal  Reserve  meets 
today,  its  decision  is  whether  to 
move  now  or  later.  The  European 
Central  Bank  at  its  meeting  next 
week  should  not  delay. 

The  Federal  Reserve  cut  inter- 
est rates  three  times,  by  three 
quarters  of  a percentage  point, 
last  autumn  in  response  to  the 
threat  to  US  growth  from  chill 
winds  sweeping  through  world 
financial  markets  following 
Russia's  collapse. 

However,  the  US  economy  has 
fl.1  weathered  the  international 
storm  in  remarkable  fashion, 
growing  In  the  last  three  months 
of  1998  at  an  annual  rate  abovp  6 
per  cent.  The  Dow  Jones  Indus- 
trial Average  has  bobbed  above 
10,000.  Growth  this  year  is  likely 
to  exceed  the  Fed’s  forecast  of  2.f. 
to  3 per  cent. 

Inflation  remains  subdued. 
Even  so,  with  the  labour  market, 
so  tight,  consumer  spending 
growing  at  a record  pace,  and  the 
current  account  deficit  rising 
inexorably,  it  is  clear  that  over- 
bearing is  now  a substantial 
threat 

The  Fed  will  have  to  take  up 
the  slack,  and  return  interest 
rates  nearer  to  last  summer's 
level  before  it  adopted  its  emer- 
gency footing.  The  Fed’s  prompt 
action  then  was  well  judged.  But 
its  expansionary  stance  now  is 
harder  to  justify. 

The  situation  is  very  different 
in  Europe.  Despite  clear  signs  of 


interest 

right 

a spluttering  economy,  the  Euro- 
pean Central  Bank  has  refused  to 
cut  interest  rates. 

European  central  banks  did 
converge  at  the  present  level  of  3 
per  rent  before  the  euro's  launch. 
But  tlie  outlook  has  deteriorated 
measurably  since  then.  Euro-zone 
growth  will  struggle  to  reach  2 
per  cent  in  199ft.  Germany,  the 
dominant  euro-zone  economy,  is 
stagnating.  The  gloomy  outlook 
is  reflected  in  the  euro's  slide 
against  the  dollar.  This  has  pro- 
vided some  relief  to  European 
industry.  But  not  enough. 

Europe's  economic  ills  derive 
in  pan  from  supply  side  prob- 
lems which  governments  must 
address.  But  the  euro-zone  is  also 
afniclud  by  inadequate  demand. 
There  is  certainly  no  sign  of 
inflation.  The  euro-zone's  rising 
current  account  surplus  is  unde- 
sirable at  n time  when  emerging 
markets  need  to  increase  exports. 

The  biggest  obstacle  to  lower 
interest  rates  in  the  euro-zone 
has  been  politics  rather  than  eco- 
nomics. The  ECB  has  been  deter- 
mined to  prove  its  independence 
in  the  face  of  calls  for  lower  rates 
from  politicians.  With  the  depar- 
ture of  Oskar  Lafontaine,  the  for- 
mer German  finance  minister, 
this  must  not  continue. 

The  International  Monetary 
Fund  last  week  became  the  latest 
international  institution  to  call 
for  lower  euro-zone  rates.  The 
ECB  has  proved  its  independence 
from  politicians.  It  must  not  now 
demonstrate  an  indifference  to 
common  sense. 


A taxing  task 
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The  British  government  has 
started  to  wrestle  with  a question 
which  confronts  all  industrial 
countries:  how  to  tax  energy 
without  harming  big  exporters. 

In  his  Budget  earlier  this 
month.  Gordon  Brown 
announced  that,  as  a step 
towards  meeting  the  carbon 
emission  targets  agreed  in  Kyoto 
in  1997,  industry  would  pay  an 
extra  £X.75bn  of  energy  taxes 
from  2001-02  onwards.  The  chan 
cellor  also  promised  to  try  to  find 
ways  to  mitigate  the  impact  on 
high  energy  users.  However, 
present  ideas  for  achieving  this 
pose  dangers  to  the  integrity'  of 
the  tax  system  and  are  not  likely 
to  be  economically  efficient. 

At  their  first  meeting  yesterday 
with  industrial  representatives 
since  the  Budget,  ministers 
gleamed  the  scale  of  the  problem. 
One  energy-intensive  sector  esti- 
mated that  the  expected  tax 
increase  would  be  the  equivalent 
of  40  per  cent  of  present  capital 
expenditure;  another  that  it 
would  cut  pre-tax  profits  by  half. 

The  government  has  indicated 
that  it  will  return  the  proceeds  of 
the  carbon  tax  to  industry  by  cut- 
ting payroll  taxes.  But  energy 
intensive  industries  say  that  this 
rebate  would  amount  to  between 
3 and  10  per  cent  of  wbat  they 
would  pay  in  extra  energy  taxes. 

In  response,  the  government  is 
seeking  ways  to  give  tax  rebates 
to  such  sectors  in  exchange  for 
promises  to  economise  on  energy - 


But  this  violates  the  fundamental 
principle  of  a liberal  tax  regime  - 
that  taxes  should  be  non-discrim- 
inatory  and  transparent.  If  minis- 
ters could  set  different  tax  rates 
for  different  industries,  the 
potential  for  corruption  in  gov- 
ernment and  backsliding  by 
industry  would  be  huge. 

A further  objection  to  such, 
rebates  is  that  they  woqld  protect 
the  consumer  from  higher  energy 
taxes.  If  the  Kyoto  target  is  to  be 
met.  big  changes  must  be 
brought  about  throughout  the 
western  economies.  That  means, 
for  example,  that  if  high  energy 
costs  put  up  the  price  of  cement, 
construction  companies  will  try 
to  use  less  of  it  and  some  projects 
will  not  get  built. 

To  mitigate  such  effects,  gov- 
ernments must  spread  the  impact 
as  widely  as  possible.  Consumers 
must  be  given  incentives  to  econ- 
omise on  beating  bills  as  well  as 
on  cement  and  steel.  Raising  the 
cost  of  domestic  fuel  would  be 
politically  difficult,  particularly 
in  the  UK.  But  it  could  be  done  if 
the  proceeds  of  the  tax  were 
returned  in  a different  form.  Pen- 
sioners. for  example,  could  be 
given  extra  money.  Similarly,  big 
industries  might  be  helped  by 
other  tax  changes,  in  addition  to 
the  promised  payroll  tax  cuts. 

But  the  energy  taxes  should 
not  be  cut  selectively.  That 
would  be  like  carrying  water 
uphill  in  pails  made  leaky  to  i 
reduce  the  burden.  i 


After  Cubas 


Paraguay  may  be  one  of  Latin 
America's  most  isolated  and 
backward  countries,  but  the  way 
the  country’s  recent  constitu- 
tional crisis  has  ended  offers 
hopes  for  the  future  of  democracy 
elsewhere  in  the  continent. 

The  resignation  of  Raul  Cubas, 
the  president,  on  Sunday  and  the 
arrest  yesterday  in  Argentina  of 
lino  Oviedo,  the  former  general 
and  would-be  coup  leader,  have 
enhanced  the  credibility  of  Para- 
guay's fragile  institutions. 

Mr  Cubas*  championing  of  the 
cause  of  Mr  Oviedo,  sentenced  to 
prison  following  his  unsuccessful 
coop  attempt  in  1996,  had 
brought  him  into  conflict  with 
the- country's  congress  and  judi- 
ciary and  threatened  to  make  the 
country  ungovernable. 

The  assassination  last  week  of 
vice-president  Luis  Argana,  an 
opponent  of  Mr  Cubas  and  Mr 
Oviedo,  led  to  street  protests, 
rioting  and  the  deaths  of  S1X 
more  people.  , . 

Paraguay's  political  difficulties 
are  far  from  over.  Luis  Gonzdlez, 
the  former  senate  president  and 
the  new  bead  of  state,  has  contro- 
versially said  he  will  serve  out 
the  remaining  four  years  of  Mr 
Cabas’  term  rather  than  call  new 
elections  - and  the  country 
traumatised  by  the  violence  of 
last  week.  ... 

Even  so.  the  avoidance  of  mili- 
tary intervention  is  to  be  cele- 
brated. in  the  not  so  recent  past 
events  of  this  kind  in  Latin 


America  would  have  triggered  a 
coup  d'etat. 

The  fact  that  the  armed  forces 
are  opting  to  stay  on  the  side- 
lines owes  much  to  growing 
international  influence  in  the 
region. 

Paraguay  came  under  heavy 
pressure  from  its  neighbours  and 
fellow  members  of  the  Soutb 
American  common  market, 
Mercosur  - Brazil,  Argentina  and 
Uruguay  - to  adhere  to  constitu- 
tional government  It  faced  sus- 
pension from  Mercosur  if  it  had 
reverted  to  military  rule. 

The  international  community 
now  needs  to  build  on  this  suc- 
cess. Elsewhere  in  Latin  Amer- 
ica. the  democratic  structures 
painstakingly  built  up  over  the 
last  15  years  are  coming  under 
strain  and  in  some  countries  the 
military’s  influence  in  politics  is 
slowly  growing. 

In  Venezuela,  for  example, 
President  Hugo  Chavez  has 
named  military  officers  to  run 
key  government  ministries.  Else-  , 
where  too,  support  for  the  sim- 
plistic  populism  and  authoritari- 
anism of  the  kind  advocated  by 
Mr  Oviedo  is  growing. 

These  c»Hs  must  be  resisted. 
Pullv  functioning  democracies  - 
including  judicial  systems 
work  - are  essential  if  Latin 
America  is  to  tackle  Its  social 
and  economic  challenges.  Latin 
American  political  leaders  need 
to  be  more  - not  less  ~ account- 
able to  voters. 


Oil:  big,  bigger,  biggest 

Robert  Corzine  looks  at  how  BP  Is  making  Its  aggressive  acquisitions  policy  work,  while  shaking 

up  the  world  oil  market  at  the  same  time 
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For  Sir  John  Browne.  BP 
Amoco's  restless  chief 
executive,  successful 
deal-making  has  always 
been  a matter  of  “time  versus 
timing". 

The  fine  judgment  needed  is 
vividly  illustrated  by  the  decision 
of  the  former  British  Petroleum 
to  take  over  Los  Angeles- based 
Atlantic  Richfield  - also  known  as 
Arco  - in  a $25bn  all-stock  deal. 
For  the  company,  the  timing 
looks  ambitious:  only  60  working 
days  after  concluding  one  or  the 
world's  biggest  industrial  merg- 
ers with  Amoco  of  the  US. 

The  question  is  whether  the 
time  Is  right  (ie,  whether  the 
external  dreum stances  warrant 
the  deal).  For  if  agreed  later  tills 
week,  the  takeover  would  raise 
more  than  a few  questions  about 
the  nature  of  the  present  wave  of 
“Big  Oil”  mergers.  Is  BP  Amoco 
in  danger  of  falling  into  the  “size- 
for-size-sake"  trap?  Can  it  really 
manage  the  integration  of  two 
big  companies  at  the  same  time? 
And  will  the  deal  produce  of  a 
new  round  of  consolidation  in  the 
western  world's  oil  industry, 
which  over  the  past  four  montiis 
has  seen  Lhe  planned  takeovers 
of  Mobil  by  Exxon  in  the  US  and 
the  acquisition  of  PetroFina  of 
Belgium  by  Total  of  France? 

Mr  Browne  would  no  doubt  bri- 
dle at  suggestions  that  his  main 
motivation  is  to  make  BP  Amoco 
even  bigger  in  the  hope  of  eclip- 
sing the  other  two  members  of 
big  oil's  “super  league".  Exxon 
Mobil  and  Royal  Dutch/Shell. 
Although  entry  to  the  super 
league  was  one  of  the  main 
factors  behind  last  year's  merger 
with  Amoco,  the  proposed  Arco 
acquisition  looks  different  Ana- 
lysts say  that  it  seems  to  be 
about  filling  in  gaps  in  BP  Amo- 
co's existing  operation,  rather 
than  about  taking  the  operation 
into  a new  league  of  gigantism. 
Arco  gives  BP  access  to  parts  of 
the  US  market  it  is  not  now  in. 
But  it  does  not  - as  Amoco  did  - 
transform  BP  into  a US  oil  major. 

That  the  deal  is  relatively  mod- 
est is  perhaps  just  as  well.  Mr 
Browne  is  sensitive  to  criticism 
that  BP  Amoco's  rapid  expansion 
could  undermine  the  high  stand- 
ing that  the  company  in  general  - 
and  he  in  particular  - are  held  by 
competitors  and  investors. 
“Being  big  can  make  you  look 
cold,  bureaucratic,  bungling  and 
less  human."  he  admits. 

In  recent  public  speeches  Mr 
Browne  has  emerged  as  the  lead- 
ing “progressive"  among  oil  com- 
pany chief  executives  for  his 
stance  on  issues  such  as  the  envi- 
ronment and  global  warming. 

In  London  last  month  he 
acknowledged  that  there  is  a 
“widespread  perception"  that  big 
oil  mergers  are  “about  the  accu- 
mulation of  power  and  the  elimi- 
nation of  competition  and 
choice." 

Analysts  say  the  planned 
acquisition  of  Arco  deal  would  be 
finely  balanced  to  minimise  such 
concerns,  especially  in  the  US 
where  the  Exxon  Mobil  link -up 
has  awakened  memories  of  the 
old  Standard  Oil  monopoly  put 
together  at  the  beginning  of  the 
century  by  John  D Rockefeller. 

US  regulatory  authorities  are 
especially  concerned  about  poten- 
tially uncompetitive  concentra- 
tions in  downstream  refining  and 
marketing  and  chemicals. 

Unlike  Exxon  Mobil,  there  is  no 
overlap  in  those  areas:  Arco's 
two  refineries  and  1,700  service 
stations  are  on  the  west  coast, 
while  BP  Amoco's  refining  and 
retail  presence  is  east  of  the 
Rocky  Mountains. 
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There  is  one  area,  though, 
where  there  might  be  a problem: 
Alaska.  The  enlarged  group  will 
have  full  operational  control  of 
the  giant  Prudhoe  Bay  oil  and 
gas  field.  This  is  the  biggest  in 
the  US  and  a main  source  of  state 
revenues  and  jobs  in  Alaska. 
Hence,  the  size  of  the  combined 
group  could  be  a concern  to  the 
Alaskan  state  government 

Mr  Browne's  sense  of  timing 
may  help  him  in  dealing  with  the 
Alaskan  government.  The  col- 
lapse in  crude  oil  prices  over  the 
past  year  has  threatened  thou- 
sands of  Alaskan  jobs,  as  well  as 
made  the  future  development  of 
the  state's  relatively  high  cost  oil 
industry  more  problematic. 

Mr  Browne  is  expected  to  argue 
that  the  cost  savings  and  opera- 
tional efficiencies  to  be  gained 
through  a unified  operatorship  of 
Prudhoe  Bay  will  make-ihe  Alas- 
kan oil  industry  more  competi- 
tive overall.  He  is  also  expected 
to  promise  new  investment  to 
turn  into  synthetic  fuel  Arco’s 
vast  reserves  of  natural  gas  at 
Prudhoe  Bay.  These  are  esti- 
mated at  25tr  cubic  feet,  almost 
as  much  as  the  UK’s  proven  total 
reserves. 

But  the  recent  rise  in  world  oil 
prices  may  cause  tbe  Alaskan 
government  to  have  second 
thoughts.  “One  month  ago 
Alaska  would  have  embraced  BP 
Amoco  and  kissed  them  on  both 
cheeks."  according  to  Fergus 
MacLeod,  oil  analyst  at  brokers 
BT  Alex  Brown  in  Edinburgh. 
Now.  be  says.  Mr  Browne  may 
have  slightly  misjudged  his  tim- 
ing. 

The  bigger  worry,  though,  is 
whether  Mr  Browne,  in  going  for 
Arco.  is  trying  to  bite  off  more 
than  he  can  chew  - especially 
considering  that  he  has  not  yet 
digested  his  last  feast.  After  all, 
tbe  benefits  of  many  mergers 
have  been  lost  during  the  inte^ 
gration  phase. 

If  the  deal  goes  ahead,  the  com- 


pany is  expected  to  “ring  fence" 
Arco  this  year,  with  a small  team 
of  senior  BP  Amoco  executives 
working  with  their  counterparts 
in  Los  Angeles  to  plan  the  transi- 
tion, which  would  formally  take 
place  after  the  deal  clears  all  its 
regulatory  hurdles  and  due  dili- 
gence phases,  probably  by  the 
end  of  the  year. 

What  happens  after  that?  In 
tbe  case  of  Amoco.  Mr  Browne 
made  it  clear  that  there  was  no 
question  of  trying  to  merge  two 
distinct  business  cultures  to  pro- 
duce a new  hybrid.  It  is  BP  man- 
agement systems  and  culture 
that  rule  the  combined  group. 
Even  though  more  American 
accents  can  be  heard  at  the 
group’s  graceful  Edwardian  head- 
quarters in  the  City  of  London, 
there  is  no  question  about  who  is 


Sheer  size  may  not 
be  Browne’s  main 
quest  His  goal  is  to 
build  an  asset  base 
to  rival  that  of  Shell 


in  charge. 

The  highly  publicised  depar- 
ture earlier  this  year  of  several 
high  ranking  former  Amoco  exec- 
utives who  failed  to  survive  the 
transition  highlighted  just  how 
dominant  the  former  BP  culture 
is  at  the  top  of  the  combined 
group. 

Indeed,  at  times  during  the 
transition  the  attitude  of  some 
BP  managers  bordered  on  the 
arrogant  But  their  senior  Amoco 
colleagues  had  little  scope  to 
argue  their  cause.  In  its  final 
years  Amoco  had  clearly  lost  its 
way,  and  had  become  so  top 
heavy  that  management  pro- 
cesses rather  than  business  prior- 
ities came  to  dominate  execu- 
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fives.  For  all  these  reasons,  BP 
Amoco  was  able  to  avoid  the 
trench  warfare  between  rival 
business  cultures  that  has  bedev- 
illed so  many  other  merged 
groups. 

No  doubt  Mr  Browne  plans  to 
deal  with  potential  conflicts  with 
Arco  by  imposing  the  same  sys- 
tem he  employed  at  Amoco  - 
although  senior  Arco  executives, 
having  seen  how  quickly  many  of 
their  Amoco  counterparts  were 
dispatched  in  the  process,  may 
not  be  as  accommodating  in  the 
transition. 

However,  BP  seems  to  hold 
most  of  the  cards.  Although  Arco 
is  much  smaller  than  Amoco,  it 
too  has  struggled  in  recent  years, 
especially  in  the  expansion  of  its 
international  exploration  and 
production  business. 

Senior  BP  Amoco  executives 
also  reckon  that  the  problem  of 
managing  the  overall  integration 
should  be  reduced  by  tbe  way  in 
which  the  new  company  is  being 
organised.  Although  the  formal 
merger  with  Amoco  is  only  three 
months  old.  most  employees  will 
be  organised  into  new  business 
units  by  the  end  of  this  month. 
That  means  the  top  tier  of  execu- 
tives should  have  more  time  to 
oversee  the  Arco  transition, 
which  in  turn  should  be  be  sim- 
plified by  the  lack  of  overlap 
between  the  two  groups. 

Only  six  out  of  BP  Amoco's  123 
business  units  are  understood  to 
be  affected,  with  what  overlap 
there  is  confined  to  specific 
areas.  An  added  benefit  is  that 
most  of  Arco’s  assets  are  in  geo- 
graphic or  product  areas  in 
which  BP  Amoco  is  familiar 

And  as  if  all  that  were  not 
enough,  BP  has  a track  record  in 
doing  big.  back-to-back  acquisi- 
tions. During  the  1980s  it  swal- 
lowed Sohio  of  the  US  and  Britoil 
in  the  UK  in  quick  succession. 
Admittedly,  that  was  not  the  best 
period  of  BPs  corporate  history. 
But  for  now.  at  any  rate,  there 
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Ebner  sends  them 
scurrying 

The  rise  of  Martin  Ebner. 
Switzerland's  renowned 
shareholder  activist,  was  always 
bound  to  set  a few  corporate 
hearts  fluttering. 

- But  the  speed  with  which  he 
appears  to  have  disrupted  big 
merger  plans  has  caught  many 
by  surprise. 

In  the  past  few  days  the 
bow-tied  54-year-old  has 
climbed  to  the  chairmanship  of 
Alusulsse,  the  big  Swiss 
aluminium  and  chemicals  group. 
And  he’d  have  headed  a much 
larger  group  if  Akisuisse  had 
consummated  its  planned  merger 
with  Vlag.  the  German 
conglomerate. 

That's  a prospect  that  seems 
to  have  turned  Viag's  feet  to  ice. 

While  Theodor  Tschopp, 
Ebneris  predecessor  as  Alusuisse 
chief,  whom  Vlag  had  given  the 
green  light  to  head  the  merged 
group,  was  an  engineer  who'd 
spent  most  of  Ms  life  making 
aluminium,  Ebner  Is  a financial 
wheeler-dealer.  He's  made  his 
fortune  shaking  up  poorly 
performing  Swiss  blue  chips  - 
and  has  the  scalps  of  top  brass 
at  Winterthur  Insurance  and  UBS 
to  prove  it 

It's  pretty  unlikely  he'd  have 
been  happy  heading  a partly 
state-owned  conglomerate 
whose  pursuits  range  from 
nuclear  power  to  chemicals,  if  his 
past  record  is  anything  to  go  by. 


he’d  have  wanted  to  break  the 
business  up  - and  that  wouldn't 
have  gone  down  too  well  at 
Viag's  Munich  headquarters. 

Still,  now  that  it  looks  like 
Viag's  shuffled  off,  Eisner's 
unlikely  to  be  very  upset  He’s 
got  what  he  wants  - control  of 
one  of  Switzerland's  best-known 
corporate  names  - and  there  are 
plenty  of  other  deals  he  can  do. 

Hard  sell 

Chalk  it  up  to  the  charm 
offensive.  Russia  and  the 
International  Monetary  Fund  may 
be  singing  in  sweet  harmony  now 
they've  agreed  the  beginnings  of 
an  economic  plan,  but  Moscow 
j didn't  leave  anything  to  chance. 

IMF  boss  Michel  Camdessus ' 
barely  had  time  to  touch  down 
before  the  politicos  were 
unleashed. 

Assorted  cabinet  ministers, 
leaders  of  the  Communist  party, 
Yevgeny  Primakov,  the  prime 
minister,  and  even  a phone  can 
from  ailing  president  Boris  Yettsjn 
were  all  lined  up. 

It  even  seemed  Russia  decided 
that  divine  intervention  was  also 
necessary.  How  else  to  explain 
the  meeting  arranged  with  Aiexii 
II,  head  of  the  Orthodox  church? 
Observer’s  just  glad  that  God 
and  mammon  got  on. 

Bad  precedent 

If  you  think  Burmese  democracy 
leader  Aung  San  Suu  Kyi  should 
take  a chance  and  travel  to 


England  for  her  husband's 
funeral  later  this  week,  perhaps 
you  should  be  aware  of  a 
cautionary  tale. 

The  opposition  leader’s 
husband  Michael  Aris  died  last 
week  and  Burma's  military  junta 
has  promised  that  if  she  went, 
she’d  be  allowed  to  return  to  the 
country  she  hasn’t  left  in  11 
years. 

But  Suu  Kyi  may  remember 
that  two  years  ago,  In  one  of 
their  periodic  crackdowns  on  her 
National  League  for  Democracy, 
Burmese  authorities  told  an 
elderly  gentleman  in  the  party’s 
leadership  that  if  he  did  not 
resign  from  the  party,  his 
grandson  would  be  expelled  from 
the  prestigious  officer’s  training 
school  at  the  Defence  Services 
Academy. 

The  man  duly  resigned  from 
the  party.  Two  days  after  his 
resignation,  his  grandson  was 
expelled  from  the  academy 
anyway. 

Home  run 

Cuban  pofitburo  member  Ricardo 
Alarcdn  couldn't  have  been  more 
positive  about  his  home  team's 
3-2  defeat  by  the  Baltimore 
Orioles  in  a ground-breaking 
baseball  game  this  weekend, 

“In  reality,  both  sides  won,"  he 
trumpeted,  celebrating  the  mere 

meeting  of  the  teams  on  the 

diamond. 

But  though  Alarcdn  was  proud 
as  punch  that  a major  league 
team  ted  come  to  the  island  for 


the  first  time  in  four  decades,  he 
wasn't  exactly  forthcoming  about 
letting  Cubans  loose  to  play  In 
American  squads. 

While  Havana  has  no  problem 
letting  its  sluggers  hit  home  runs 
in  the  Japanese  league, 
Washington's  "hostility”  - and 
the  temptation  to  defect  - makes 
the  US  off  base. 

So,  although  a rematch  is 
scheduled  in  Baltimore  for  May, 
that  could  be  the  last  you'll  see 
stateside  of  Cuba's  current  big 
hitters. 


Classy.com 


Amazon.com ’s  plan  to  branch 
out  from  the  humdrum  world  of 
books  and  music  and  launch  an 
online  auction  service  may  mean 
tough  competition  for  eBay,  the 
internet  auctioneer  that's  made  a 
name  for  itself. 

But  it  might  be  welcome  news 
for  web  shoppers  eager  for  more 
quality  goods  to  buy. 

eBay's  current  offerings  look 
likely  to  fill  almost  any  craving, 
however  obscure  it  might  be. 

There's  a 1 964  Barbie  wedding 
gift  set  (four  dolls  in  their  original 
box,  minimum  bid  $2,051},  pens 
that  look  like  syringes  (starting 
price  $1 .50  each)  and  a “very 
rare  and  certified"  Pink  Floyd 
silver-coaled  laser  disc  (from 
$140). 

With  Amazon  on  the  scene, 
keyboard  shoppers  are  sure  to 
have  even  more  choices. 

What  next?  A gold-plated 
edition  of  Monica's  Stay? 


are  powerful  reasons  for  thinking 
that  BP's  acquisitions  are  going 
better  than  some  of  the  other 
mega-mergers  of  recent  years. 

Has  BP  Amoco's  appetite  for 
acquisitions  been  sated  by  the 
latest  move?  In  the  short  term, 
perhaps,  say  analysts,  but  proba- 
bly not  in  the  longer  term.  Sheer 
size  may  not  be  Mr  Browne's 
main  quest,  but  he  appears  deter- 
mined to  use  his  growing  reputa- 
tion - evinced  by  BP  Amoco's 
high  share  price  - to  transform 
the  fortunes  of  the  group.  His 
goal  is  to  build  an  asset  base  to 
rival  that  of  Shell,  which  in  spite 
of  Us  recent  poor  financial  perfor- 
mance and  structural  problems, 
still  has  the  most  impressive 
array  of  international  assets  in 
the  industry.  Mr  MacLeod  at  BT 
Alex  Brown  thinks  an  acquisition 
in  Asia  may  be  the  next  move  for 
BP  Amoco. 

The  prospect  that  consolidation 
will  continue  may  prompt  other 
oil  companies  to  act  quickly,  if 
for  no  other  reasons  than  the 
range  of  possible  merger  combi- 
nations is  declining  sharply. 

In  the  US  the  focus  of  attention 
will  shift  to  Chevron  and  Texaco. 
There  are  also  question  marks 
over  Conoco 's  future  as  an  inde- 
pendent company  once  its  links 
with  former  parent  Dupont  are 
finally  severed.  Aside  from  Total 
and  PetroFina  the  continental 
European  industry  has  been  slow 
in  reacting  to  consolidation,  with 
nationalistic  and  cultural  con- 
cerns making  cross-border  combi- 
nations problematic. 

But  as  companies  such  as  BP 
Amoco  Arco  continue  to  chal- 
lenge the  conventional  structure 
and  thinking  of  the  industry,  the 
pressure  to  act  may  become  over- 
whelming - even  if  the  industrial 
and  commercial  logic  of  future 
deals  proves  to  be  less  compelling 
than  In  those  already  done.  At 
that  point,  as  Mr  Browne  would 
say.  it  then  becomes  a simply  a 
matter  of  “time  versus  timing." 


100  years  ago 

American  Finances 
With  the  dose  of  the  fiscal 
year  1898/1899  well  in  sight, 
our  American  friends  are 
beginning  to  figure  up  the 
finandal  position,  and  they  are 
no  cause  for  congratulation. 
One  thing  Is  certain:  there  win 
be  a deficit,  and  the  rival 
parties  have  already 
commenced  the  now  annual 
task  of  abusing  one  another  as 
the  cause.  We  on  this  side  of 
the  Atlantic  Ocean  have 
nothing  more  than  a 
sentimental  interest  in  these 
mutual  bickerings.  To  us  it 
matters  little  whether  the  fault 
rests  with  the  “party  of  liberal 
ideas"  or  with  the  "party  of 
liberal  appropriations.” 

50  years  ago 

Wall  St.  Margins  Cut 
Washington,  March  29. 

Effective  to-morrow,  the 
Federal  Reserve  Board  is 
reducing  the  margins  for  stock 
purchases  to  50  per  cent  of 
the  price  of  the  securities. 
Previously,  margin 
requirements  were  75  per  j 
cent  Walt  Street  is  pleased 
with  the  reduction.  Mr.  Emil 
Schram,  the  President  of  the 
New  York  Stock  Exchange, 
l called  it  “a  most  constructive 
step,"  and  others  called  It 
highly  desirable. 
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THE  LEX  COLUMN 

BP’s  rich  pickings 


It  is  easy  to  see  why  BP  Amoco  is  keen  to 
take  over  Atlantic  Richfield,  given  how 
neatly  the  two  fit  together.  Their  domi- 
nance of  Alaskan  oil  production  would  be 
such  that  it  is  bound  to  raise  anti-trust 
concerns,  though  regulators  have  so  far 
been  relaxed  about  upstream  concentra- 
tion. Arco  also  has  desirable  reserves  in 
the  Gulf  of  Mexico.  Downstream,  mean- 
while. where  regulators  do  pay  attention, 
there  is  little  overlap.  Arco's  refining  and 
marketing  operation  on  the  US  West 
Coast  is  one  of  the  most  profitable  in  the 
business.  This  is  a lucrative  market  BP 
has  long  wanted  to  break  into. 

Outside  the  US.  by  contrast,  Arco's 
record  is  poor.  Much  of  its  US  cashflow 
has  been  frittered  away  digging  dry  wells. 
Last  year  it  wrote  off  $629m  in  exploration 
expenses  - more  than  the  $500m  analysts 
project  for  BP  Amoco  this  year,  a com- 
pany three  Limes  bigger.  Simply  redirect- 
ing Arco's  resources  to  better  projects 
should  create  value.  And  Arco’s  one 
stroke  of  recent  luck,  a huge  gas  find  in 
Indonesia,  would  usefully  increase  BP 
Amoco's  exposure  to  Asia. 

There  are  legitimate  worries  that  BP 
Amoco's  management  may  be  moving  too 
fast  But  investors  might  draw  comfort 
from  history.  In  the  late  1980s,  BP  pur- 
chased the  rest  of  its  US  operation.  Stan- 
dard Oil  of  Ohio,  in  a deal  masterminded 
by  John  Browne,  now  chief  executive. 
Barely  18  months  later  it  bought  BritoiL 
Both  acquisitions  were  a success. 

Brazil 

The  return  of  confidence  in  Brazil  this 
month  has  been  almost  as  rapid  as  its  loss 
in  January.  Barely  three  weeks  after 
being  forced  to  raise  its  interest  rates  to 
45  per  cent,  unexpectedly  benign  inflation 
numbers  have  allowed  the  central  bank  to 
cut  them  to  42  per  cent.  The  government 
is  notching  up  big  primary  budget  sur- 
pluses (excluding  interest  costs),  unem- 
ployment is  nudging  down  and  the  Real 
has  strengthened  to  $1.78  from  its  post- 
devaluation low  of  S2.22. 

A virtuous  circle  could  now  develop. 
The  government  and  the  International 
Monetary  Fund  calculate  that  at  a real 
interest  rate  of  around  10  per  cent,  Bra- 
zil's R$3Q0bn  debt  pile  would  stabilise  at  a 
bearable  45  per  cent  of  gross  domestic 
product  With  forecast  inflation  of  15-20 


OGvetti/Tetecom  Italia 

Share  prices  (i  etased) 


140, 

130 

120. 


' Telecom  RaSa 


cern  about  what  would  happen  if  Olivetti 
folded  its  tents.  Part  of  the  problem  Is  the 
complexity  of  the  defence.  There  is  also  a 
question  of  credibility  for  Mr  Beraabe. 
Having  rubbished  Olivetti's  proposal  to 
leverage  up  Telecom,  he  now  finds  him 
self  advocating  that  the  company  assumes 
a similar  level  of  borrowings. 

However,  Olivetti's  bid  does  not  look 
like  a knockout  blow.  On  a sum  of  the 
parts  valuation,  Telecom  could  be  worth 
up  to  €17  a share.  Then  again,  if  Mr  Ber- 
nabe  wants  to  hold  on  to  his  company,  he 
must  do  a better  job  at  explaining  the 
various  elements  of  his  defence.  More 
financial  engineering  is  unlikely  to  win 
the  day. 


per  cent  this  year,  nominal  rates  have  to 
fall  another  12-17  points  to  get  there  - 
tough,  but  not  impossible.  Even  progress 
towards  that  goal  would  ease  the  task  of 
rolling  over  the  country's  overwhelmingly 
short  term  debt.  Already  spreads  of  Bra- 
zilian C- bonds  over  US  Treasuries  have 
narrowed  from  15  per  cent  to  10  per  cent 
since  January  and  there  is  talk  of  a sover- 
eign eurobond  issue  next  month. 

The  risk  is  that  the  full  impact  of  the 
Real's  devaluation  has  yet  to  show  up  in 
consumer  prices.  If  these  surge  in  the 
spring,  it  will  raise  calls  for  wage  and 
price  indexation,  which  could  yet  plunge 
the  country  into  an  inflationary  spiral 
Brazil  is  on  the  right  track,  but  it  is  too 
early  to  declare  it  safe. 

Olivetti/Telecom  Italia 

Telecom  Italia  is  not  off  the  hook  yet. 
Franco  Beraabe.  Telecom’s  chief  execu- 
tive, must  have  hoped  he  had  shaken  off 
Olivetti’s  long-running  hostile  bid  by  pro- 
posing to  spend  €23bn  on  buying  in  the 
minorities  in  Telecom  Italia  Mobile.  Tele- 
com's cellular  subsidiary-  But  Olivetti  is 
proving  a tenacious  opponent.  Its  care- 
fully crafted  bid,  at  €11.50  a share,  offers 
just  enough  to  keep  It  on  the  battlefield. 
And  by  threatening  to  reduce  the  price  if 
shareholders  approve  Telecom's  defence 
measures  - Including  the  TIM  bid  It  has 
turned  the  guns  back  on  its  opponent. 

The  worry  for  Telecom  is  that  share- 
holders seem  indifferent  to  its  defence 
strategy.  Prior  to  Olivetti’s  bid  yesterday, 
the  shares  actually  fell,  suggesting  con- 


UK  gilts 


Gladstone  would  have  been  envious. 
Index-linked  gilts  now  offer  a real  yield  of 
1 y*  per  cent.  According  to  Lombard  Street 
Research,  that  is  a lower  yield  than  Con- 
sols ever  achieved  during  1756-1914,  when 
prices  may  have  fluctuated  from  year  to 
year  but  barely  rose  over  the  longer  term- 
in  short,  even  the  sound  Budgets  and  sta- 
ble currency  of  the  Victorians  did  not 
allow  them  to  borrow  money  as  cheaply 
as  Gordon  Brown,  UK  finance  minister!. 

Such  low  yields  owe  something  to  Mr 
Brown's  Glads tonian  prudence  but  more 
to  the  structure  of  the  pension  industry, 
where  a combination  of  maturing  funds 
and  the  strictures  of  the  Minimum  Fund- 
ing Requirement  are  making  managers 
desperate  buyers  of  gilts.  The  same  distor- 
tion can  be  seen  at  the  long  end  of  the 
yield  curve  where  the  UK  can  borrow 
money  50  basis  points  more  cheaply  than 
Germany. 

It  would  seem  sensible,  therefore,  for 
the  UK  government  to  issue  lots  of  index- 
linked  and  30-year  bonds.  Sadly  Ufe  is  not 
that  easy.  Earlier  moves  towards  trans- 
parency mean  that  the  Debt  Management 
Office  indicates  both  the  annual  schedule 
of  index-linked  issues  and  the  quarterly 
auction  programme  In  advance.  In  any 
case,  the  need  to  maintain  an  orderly  and 
liquid  market  prohibits  excessive  issuance 
in  any  one  sector. 

Two  consequences  follow:  index-linked 
and  long-dated  yields  wifi  probably  stay 
low  for  a while  and  relative  valuation 
measures  based  on  those  yields  wifi  give 
support  to  UK  shares. 
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Europe  today 

Scandinavia  will  have  a dry  day 
with  patchy  cloud  and  sun  apart 
from  showers  near  the  Norwegian 
coast  Brittany,  the  Channel  coast 
and  the  Low  countries  will  have 
outbreaks  of  rain.  The  rest  of 
France  and  central  Europe  will  be 
dry  with  sun.  North-western 
Spain  will  have  showers  at  limes, 
and  southern  Italy,  Malta  and 
Sicily  will  also  have  a mixture  of 
sun  and  showers.  It  will  be  a very 
showery  day  across  Greece  and 
the  Greek  islands  including  Crete 
and  Cyprus. 

Five-day  forecast 

The  thundery  weather  in  the  east- 
ern Mediterranean  will  start  to 
move  away.  There  will  be  some 
showers  in  Cyprus.  Rain  or  show- 
ers win  also  affect  Spain  and 
western  France  on  Thursday  and 
Friday.  Much  of  Europe  this  week 
will  be  settled  with  dry  weather. 
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Insurers  and  brokers  to  set 
up  e-commerce  network 

Risk-trading  electronic  link  aims  to  counter  squeeze  on  margins 


ByAmkHWBolger, 
Insurance  CwrespoodMit 


Many  of  the  the  world’s  biggest 
insurance  companies  and  brokers 
are  to  create  a global  e-commerce 
network  for  trading  risks  among 
themselves  in  an  effort  to  counter  a 
vidous  squeeze  an  margins. 

A cooperative  based  in  Brussels. 
London  and  New  York  will  combine 
the  activities  of  three  leading  indus- 
try networks  - Rinet,  the  Brussels- 
based  organisation  that  links  conti- 
nental European  reinsurers;  Win. 
the  global  organisation  owned  by  the 
world's  four  largest  insurance  bro- 
kers; and  Unmet,  which  links  up  the 
London  insurance  market. 

Premiums  charged  by  insurers  and 
reinsurers  have  been  under  pressure 
in  recent  years  as  an  increasing 
number  of  corporate  customers  have 
decided  that  frequently  occurring 
and  relatively  predictable  risks  can 
be  more  cheaply  retained  ln-house. 
Industry  analysts  also  believe  that 
up  to  50  per  cent  of  premium  pay- 
ments can  be  consumed  by  so-called 
“frictional  costs"  - commission  and 
administration  charges. 

Previous  attempts  to  link  insurers 


electronically  - including  Rinet.  Win 
and  Unmet  - have  suffered  from  the 
industry's  fragmentation.  A negligi- 
ble proportion  of  the  industry's 
multi  billion-dollar  business  is 
currently  placed  electronically. 

However,  industry  leaders  believe 
that  the  recent  trend  towards  the 
consolidation  and  globalisation  of 
insurance  has  given  them  an  oppor- 
tunity to  strip  away  barriers  to  the 
widespread  use  of  e-commerce. 

It  is  difficult  to  quantify  the  possi- 
ble savings  that  could  be  achieved 
by  using  e-commerce,  but  a report 
by  the  management  consultants 
Coopers  & Lybrand.  now  part  of 
FwC.  estimated  the  London  insur- 
ance market's  annual  administration 
costs  of  £lbn  could  be  cut  by  about 
a third. 

The  new  organisation  is  the  result 
of  work  carried  out  by  a conver- 
gence steering  committee  set  up  last 
year,  plus  discussions  with  more 
than  to  broking  and  underwriting 
firms  throughout  Europe  and  the 
US.  Organisations  represented  on 
the  steering  committee  included 
Marsh  & VrT-pnnan  and  its  biggest 
rival,  Aon;  Lloyd's  of  London; 
Allianz,  the  German-based  insurer; 


Generali  of  Italy;  Swiss  Re  and 
Munich  Re. 

The  new  organisation,  yet  to  be 
named,  will  begin  operating  on  June 
1.  Its  chief  executive  designate  is 
Kevin  Ashby,  current  chief  execu- 
tive of  t .linnet.  There  will  be  a 
broad-based  advisory  board  and  a 
separate  executive  board  which  will 
initially  have  equal  representation 
from  brokers  and  underwriters.  For 
its  first  year,  the  organisation  will 
. be  chaired  by  Rob  White-Cooper,  a 
senior  executive  with  Marsh  & 
McLennan,  the  world’s  largest  insur- 
ance broker. 

It  will  promote  the  development  of  ..■* 
common  technical  standards  and:*« 
accredit  third-party  suppliers,  rather 
than  invest  directly  in  the  develop- 
ment of  its  own  products.  It  hopes  to 
develop  revenue-generating  activi- 
ties. such  as  endorsement  and 
accreditation,  that  will  eventually 
' reduce  its  dependence  on  member- 
ship fees. 

Dieter  Losse,  chairman  of  Lim-  . 
nent,  said:  “This  is  a very  important 
step  forward  and  will  provide  an 
important  focal  point  for  e- com- 
merce - it  is  most  welcome  and  for 
many  it  is  long  overdue.” 
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Switch  of  support  boosts  Thai 
candidate’s  bid  for  WTO  job 


By  Guy  de  Jonquieres 

Supachai  Panitchpakdi,  Thailand's 
deputy  prime  minister,  appeared  last 
night  to  have  achieved  a decisive 
had  tn  the  race  to  head  the  World 
Trade  Organisation  after  all  Euro- 
pean Union  members  except  Sweden 
swung  behind  his  candidacy. 

The  surprise  decision  was 
announced  by  Joschka  Fischer.  Ger- 
many's foreign  minister,  at  the  end 
of  a meeting  of  Eli  and  Asian  foreign 
ministers  in  Berlin. 

Previously.  Germany  and  six  other 
EU  members  had  supported  Mike 
Moore,  a former  New  Zealand  prime 
minister,  who  is  the  only  other  can- 
didate left  in  the  race.  Seven  EU 
governments  had  supported  Mr 
Supachai.  while  France  was 
undecided. 

The  overwhelming  switch  by  EU 
governments  in  favour  of  Mr  Supa- 
chai seems  likely  to  consolidate  the 


small  lead  the  Thai  candidate 
enjoyed  among  the  WTO’s  13-i  mem- 
bers. He  has  solid  support  in  Asia, 
led  by  Japan,  and  some  backing 
from  most  other  parts  of  the  world. 

Mr  Moore  is  still  supported  by  the 
US.  many  Latin  American  countries 
and  parts  of  Africa  and  the  Carib- 
bean. However.  Washington  has 
indicated  that  it  would  not  veto  Mr 
Supachai  if  a strong  consensus 
emerged  in  his  favour. 

WTO  members,  which  have  been 
seeking  since  October  to  agree  a suc- 
cessor to  Renato  Ruggiero  as  the 
organisation’s  director-general,  aim 
to  reach  a decision  by  tomorrow. 

The  new  appointee  will  take  office 
at  the  beginning  of  May  and  will 
play  a centra)  role  in  preparing  for 
the  WTO’s  ministerial  meeting  in 
Seattle  late  this  year,  which  is  expec- 
ted to  launch  a new  trade  liberalisa- 
tion round. 

Mr  Fischer  is  said  to  have  set  the 


EU  bandwagon  rolling  in  favour  of 
Mr  Supachai  when  he  told  yester- 
day's meeting  that  Germany  was 
prepared  to  support  his  candidacy  if 
other  governments  did  also. 

Swedish  officials  expressed  disap- 
pointment at  the  meeting’s  outcome 
and  said  the  decision  might  have 
gone  differently  if  it  had  been  left  to 
trade,  rather  than  foreign,  ministers. 
They  said  Sweden  had  not  yet 
decided  whether  to  continue  sup- 
porting Mr  Moore. 

Originally,  there  were  four  candi- 
dates to  succeed  Mr  Ruggiero,  but 
Roy  MacLaren  of  Canada  and  Has- 
san  Abuyoub  of  Morocco  were 
excluded  after  failing  to  gather  suffi- 
cient backing. 

Until  now,  every  head  of  the  WTO 
and  the  General  Agreement  on  Tar- 
iffs and  Trade,  its  predecessor,  has 
been  a European.  But  the  EU  agreed 
this  tune  not  to  field  a European 
candidate. 
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INSIDE 
P&G  drives  advertising  consolidation 

Bid  speculation  in  the  advertising  industry  is 
such  that  most  independent  agencies  are  seen 
as  targets.  The  decision  by  Procter  & Gamble 
the  biggest  advertiser,  to  remove  its  no  conflict 
policy  could  spur  consolidation.  Page  23 

Stovnaft  to  seek  foreign  partner 

Slovnaft,  the  Slovak  oil  refiner  and  the  most 
highly  capitalised  stock  on  the  Bratislava  stock 
exchange,  is  to  seek  a foreign  partner  after 
posting  a fall  in  profits  last  year.  Page  20 

PGS  chiefs  predict  27%  profit  rise 

Jtetdar  Michaelsen  and  Bjarte  Bruheim.  chi*f 
executive  and  chief  operating  officer  of  Petro- 
leum Geo-Services,  the  largest  offshore  seismic 
data  group,  predict  a jump  of  up  to  27  per  cent 
in  pre-tax  earnings.  Page  20 

Copper  industry  may  cut  production 

The  copper  industry  has  been  heartened  by 
comments  from  mining  group  BHP  that  it  may 
cut  back  production.  Copper  is  heading  for  a 
production  surplus,  and  the  price  has  fallen  9 
per  cent  from  the  end  of  last  year.  Page  30 

EDR  programme  set  to  get  a boost 

Some  eastern  European  companies  are  set  to 
launch  limited  euro  depositary  receipts  (EDRs) 
programmes,  which  do  not  include  capital  rais- 
ing, boosting  the  market,  which  has  seen  little 
activity  so  far  this  year.  Page  28 

Dax  continues  to  trail  global  markets 

After  a rally  in  January, 
the  German  stock  mar- 
ket has  trailed  global 
exchanges.  Even  the 
resignation  of  Oskar 
Lafontaine  (left)  as 
finance  minister  failed 
to  lift  the  Xetra  Dax 
index.  And  it  is  likely  to 
remain  under  pressure 
as  forthcoming  first- 
quarter  results  reflect 
the  impact  of  global 
crises,  although  the  euro's  weakness  should 
benefit  exporters  in  the  second  half.  Page  40 

Liffe  to  tie-up  with  clearing  house 

The  London  Internation  Financial  Futures  and 
Options  Exchange  and  London  Clearing  House 
are  to  tie  up  to  provide  trading  and  clearing  ser- 
vices to  the  mainstream  cash  markets.  Page  25 

HK  banks  prepared  for  recession 

Hong  Kong's  economy  is  in  recession  but 
Joseph  Yam.  head  of  the  Hong  Kong  Monetary 
Authority,  the  territory's  central  bank,  says  the 
capital  adequacy  ratios  of  Hong  Kong's  banks 
will  enable  them  to  manage.  Page  24 

Junior  mining  group  fights  its  comer 

Junior  mining  companies  are  out  of  favour  and 
subject  to  low  metal  prices.  Gabriel  Resources, 
one  of  many  juniors  listed  on  the  Vancouver 
Stock  Exchange.  Is  fighting  back.  Page  30 
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Nissan  net  debt  just  short 

Renault  reveals  worse  figures  than  previously  disclosed 
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By  Alexandra  Harney  in  Tokyo 

Nissan  Motor  has  net  debts  of 
S19.9bn  - $2.2bn  more  than  the 
Japanese-  carmaker,  in  which 
Renault  plans  to  buy  a control- 
ling stake,  had  originally 

disclosed. 

The  size  of  the  debts  came  as 
further  confirmation  of  the 
scale  of  Nissan's  problems,  the 
result  of  an  ambitious  expan- 
sion fuelled  by  easily-available 
loans. 

Tbc-  figure  has  been  swelled 
by  off-balance  sheet  debts 
worth  $3.5bn.  including  liabili- 
ties in  non-consolidated  sub- 
sidiaries and  financial  leases. 
If  debts  Irorn  financing  units 
are  included.  Nissan  owes  its 
creditors  $34.5bn.  On  Saturday 
Renault  announced  it  had 


agreed  to  spend  Y6-13bn 
($S.4bn>  on  a 35  per  cent 
controlling  stake  in  Nissan,  its 
engine  und  truck  arm  and  its 
European  financial  subsid- 
iaries. 

The  debt  figures  were 
released  by  Renault  in  a pre- 
sentation to  analysts  and 
investors  in  Tokyo  yesterday. 
It  was  the  first  time  Nissan's 
financial  situation  bad  been 
evaluated  in  line  with  interna- 
tional accounting  standards. 

The  announcement  dispelled 
uncertainty  over  the  scale  of 
the  liabilities.  Shares  in 
Renault  rose  nearly  3 per  cent 
to  close  at  €35  ($38.50).  while 
Nissan  climbed  Y3  to  end  the 


day  at  Y468.  Renault's  calcula- 
tions confirmed  suspicions 
that  Nissan  bas  sizeable  debts 
In  its  subsidiaries  and  dealer- 
ship network.  Liabilities  at 
Nissan  Diesel,  the  truck  and 
engine  unit,  are  $4.2bn.  Debts 
at  non-consolidated  dealer- 
ships amount  to  $3.3bn. 

Analysts  said  the  figures 
appeared  accurate,  and  were 
hardly  surprising  given  Nis- 
san's earlier  warnings.  How- 
ever, they  said  Renault's  esti- 
mates did  not  include 
liabilities  from  Nissan’s  pen- 
sion fund  shortfall.  Peter 
Boardman.  analyst  at  Warburg 
Dillon  Read,  estimated  that 
Nissan’s  pension  reserves  were 


underfunded  by  at  least 
Y300bn  (£2.5bn).  This  is  dis- 
turbing as  Nissan,  like  other 
Japanese  companies,  will  have 
to  record  this  shortfall  as  a 
liability  on  its  balance  sheet 
when  consolidated  accounting 
rules  come  in  next  year. 

Politicians  from  the  Liberal 
Democratic  and  Liberal  parties 
are  debating  ways  to  allow 
companies  to  avoid  recording 
tbese  obligations  on  their 
balance  sheets  and  make  up 
the  shortfall  by  contributing 
equity  holdings  to  their 
pension  funds. 

Renault  calculated  that  the 
$5.4bn  capital  injection  and 
restructuring  of  $l.8bn  worth 


of  Nissan's  debt  would  lower 
Nissan's  debt-to-equity  ratio  to 
1.6  times,  according  to  Japa- 
nese accounting  principles. 
But  proforma  calculations, 
which  Nissan  argued  were 
more  accurate,  indicated  tbe 
debt-to-equity  ratio  would  fall 
to  R7  as  of  this  month. 

The  French  group  expects 
Nissan’s  $19.9bn  worth  of  net 
liabilities  to  drop  to  S6.2bo  by 
2002,  through  asset  sales, 
inventory  reductions,  and  syn- 
ergy gains  from  the  strategic 
alliance.  The  synergy  effects 
would  be  worth  $3.3bn 
between  2000  and  2002.  the 
companies  said. 

Yoshikazu  Han  aw  a.  Nissan 
president,  said  the  carmaker 
had  made  rapid  progress  in  its 
restructuring  programme. 


Central 
bank  acts 
in  French 
takeover 
battle 


By  Samer  tskandar 
and  Robert  Graham 

The  French  central  bank 
issued  a highly  unusual  plea 
yesterday  for  the  protagonists 
in  a three-way  hostile  takeover 
battle  to  down  arms  and 
"establish  a dialogue". 

The  move,  by  Jean-Claude 
Trichet,  governor  of  the  Bank 
of  France,  follows  the  approval 
by  regulators  of  the  twin  unso- 
licited bids  by  Banque  Nat- 
ional de  Paris  for  Socifefe  Gen- 
erate and  Paribas,  the  two 
banks  planning  their  own 
agreed  merger. 

It  underlined  the  concerns  of 
the  central  hank  and  the 
Socialist-led  Jospin  govern- 
ment that  the  battle  could 
open  the  door  to  a foreign  bid 
for  any  one  of  the  three  banks! 

Citing  “the  higher  interest  of 
the  hanking  community",  Mr 
Trichet  said  he  “wished  that 
tbe  establishments  concerned 
would  reflect  and  engage  in  a 
dialogue  among  themselves 
with  a view  to  reaching  a solu- 
tion which  would  fully  respect 
each  house's  moral  and  finan- 
cial interests". 

Mr  Trichet  has  spent  the  bet- 
ter part  of  the  past  week 
vainly  trying  to  convince  the 
heads  of  the  three  banks  to 
end  their  hostilities. 

Yesterday.  Andre  Lfevy-Lang. 
chairman  of  Paribas,  and  Dan- 
iel Bouton,  bead  of  SocGen, 
were  insisting  on  their  own 
amicable  merger  and  rejecting 
the  advances  of  Michel  P§ber- 
eau,  head  of  BNP. 

Bank  of  France  officials  said 
a deal  between  the  three  banks 
was  still  possible.  However,  Mr 
Trichet’s  statement  followed  a 
decision  yesterday  by  the 
credit  institutions  committee 
(CECEI),  which  formally 
approved  BNP's  unsolicited 
bids  for  Paribas  and  SocGen. 

The  proposed  deals  were  also 
cleared  yesterday  by  the  Com- 
mission des  Operations  de 
Bourse,  the  stock  market 
watchdog. 

The  CECEI.  chaired  by 
Herv£  Hannoun,  deputy  gover- 
nor of  the  Bank  of  France, 
which  also  includes  Jean  Lem- 
ierre.  director-general  of  the 
treasury,  among  its  members, 
was  due  to  meet  last  week.  But 
the  complexity  of  the  approval, 
plus  efforts  by  Mr  Trichet  to 
convince  the  banks  to  join 
forces,  held  back  a decision. 

Yesterday's  session  of  the 
CECEI  is  understood  to  have 
been  one  of  the  longest  ever 
and  accepted  the  first  hostile 
bid  in  more  than  a decade  in 
French  banking.  Guarantees 
by  BNP  on  jobs  were  accepted 
at  face  value,  even  though 
bank  unions  continue  to  warn 
of  potential  losses. 

Bankers  said  the  decision 
was  an  implicit  admission  in 
the  current  climate  of  consoli- 
dation in  the  European  bank- 
ing business  that  France  could 
no  longer  close  tbe  door  tight 
on  takeover  bids  from  foreign 
institutions. 

Last  week,  the  Conseil  des 
Marches  Financiers,  the  finan- 
cial markets  regulator,  cleared 
the  twin  proposals. 

According  to  French  regula- 
tions, the  three  offers  - BNP's 
respective  bids  for  SocGen  and 
Paribas,  and  SocGen’s  bid  for 
Paribas  - will  run  in  parallel 
for  35  business  days,  during 
which  shareholders  will  have 
to  choose. 

However,  a lawsuit  launched 
last  week  by  SocGen  and  Pari- 
bas challenging  the  CMF's 
decision  to  allow  BNP’s  offers 
to  proceed,  could  interfere 
with  the  process. 


BP  confirms  Atlantic  Richfield  talks 


By  Robert  Corane  in  London 
and  Andrew  Edgecfiffe-Jotiraon  In 
New  York 

BP  Amoco,  the  UK's  biggest 
company,  yesterday  confirmed 
it  was  in  takeover  talks  with 
Atlantic  Richfield,  the  Los 
Angeles-based  oil  group  also 
known  as  Area. 

BP  Amoco  warned  the  talks 
might  not  lead  to  a merger. 
However  an  announcement  is 
expected  on  Wednesday  or 
Thursday,  after  the  boards  of 
tbe  companies  have  considered 
tbe  terms  of  an  all-stock  deal 
valuing  Arco  at  around  $25bn. 
The  news  sent  BP  Amoco 


shares  up  3J  per  cent  - or  40 
pence  a share  - to  close  at 
£10.77. 

By  midday  in  New  York 
Arco’s  stock  had  jumped  $6H. 
or  just  over  10  per  cent,  to  $72. 
Analysts  pointed  out  that  the 
mooted  offer  price  of  $77  per 
share  would  be  19  per  cent 
above  Arco's  price  at  the  end 
of  last  week  but  below  its  12- 
month  peak  of  $82 ‘/*. 

Arco’s  shares  have  suffered 
from  the  company's  patchy 
investment  record.  Wall  Street 
was  unimpressed  by  the  tun- 
ing of  last  year's  acquisition  of 
Union  Texas,  an  independent 
explorer.  Analysts  bad  critic- 


ised it  for  being  too  slow  to 
make  its  international 
operations  profitable. 

BP  Amoco  yesterday  moved 
to  reassure  the  state  of  Alaska 
of  the  benefits  of  a link-up.  It 
and  Arco  jointly  operate  the 
giant  oilfield  at  Prudhoe  Bay. 
whose  800-mile  pipeline  to  Val- 
dez is  pictured  above.  Dick  Oli- 
ver, chief  executive  of  BP 
Amoco’s  exploration  division, 
is  briefing  state  officials  today. 

Jay  Wilson,  analyst  at 
JJP.  Morgan,  said  he  could  not 
fault  the  strategic  logic.  He 
added,  however:  “The  price 
and  accounting  Issues  are  the 
interesting  thing." 


If  BP  Amoco  uses  purchase 
accounting  for  a $25bn  bid.  the 
transaction  could  dilute  its 
earnings  by  7 per  cent  next 
year,  he  said.  H such  a deal 
were  treated  as  a pooling  of 
interests  it  could  enhance 
earnings  by  3 per  cent. 

US  analysts  did  not  expect 
bids  from  rivals  such  as  Chev- 
ron or  Texaco. 

BP  Amoco  is  advised  by  Mor- 
gan Stanley,  while  Arco  is  rep- 
resented by  Goldman  Sachs 
and  Salomon  Smith  Barney. 
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Computer 
Associates 
in  $3.5bn 
merger 
with  rival 

By  Roger  Taylor  tai  San  Francisco 

Computer  Associates,  the  US 
software  group,  announced  the 
biggest  merger  in  the  software 
industry's  history  yesterday  by 
agreeing  a $3J>bn  takeover  of 
rival  Platinum  Technology. 

Platinum’s  shares  jumped 
151  per  cent  to  C24{£  in 
response  to  the  offer  of  $29.95  a 
share.  The  shares  had  closed 
at  $9V«  on  Friday. 

Not  only  is  Computer  Asso- 
ciates paying  a premium  of 
nearly  300  per  cent  to  Plati- 
num's pre-bid  market  value,  it 
is  paying  in  cash,  funding  the 
entire  deal  though  a $4-5bn 
credit  facility-  Credit  Suisse 
First  Boston,  the  investment 
bank  which  advised  Platinum, 
is  sole  underwriter. 

Platinum  and  Computer 
Associates  have  built  up  a 
range  of  business  management 
software  products,  often  by 
acquiring  smaller  companies. 

Platinum  provides  tools  for 
database  management,  updat- 
ing and  managing  software  in 
businesses,  data  warehousing 
and  knowledge  management. 

Computer  Associates  also 
offers  database  and  systems 
management  tools.  However, 
the  company  said  yesterday 
that  there  was  little  overlap. 

Computer  Associates  high- 
lighted two  other  aspects  of 
the  deaL  First,  Platinum  has  a 
substantial  consulting  and  ser- 
vices business,  with  strengths 
in  Europe,  which  will  comple- 
ment its  Global  Professional 
Services  division.  Second,  both 
have  expertise  in  3D  visualisa- 
tion software.  By  combining. 
Computer  Associates  hopes  to 
become  a leader  in  this  field. 

Platinum  has  achieved  much 
stranger  growth  over  the  past 
year.  It  had  revenues  of  $941m 
in  1998  compared  with  $623m 
the  year  before  from  which  it 
made  82  cents  of  operating 
income  per  share. 

In  contrast.  Computer  Asso- 
ciates has  had  flat  sales  with 
revenues  of  about  S1.4bn  in  its 
last  quarter  compared  with 
$l-3bn  in  the  same  period  of 
the  previous  year. 

The  company,  which  had 
earnings  of  $2.18  per  share  on 
revenues  of  $4.7bn  in  the  year 
to  March  1998,  said  the  Plati- 
num deal  would  add  about  25c 
per  share  to  earnings  in  tbe 
first  year.  However,  the  shares 
lost  about  3 per  cent,  dropping 
$l'i  to  $32{i  compared  with  a 
high  over  the  past  year  of  $62. 


Merger  between 
Alusuisse  and 
Viag  collapses 


By  Tony  Batter  in  Frankfurt  ami ' 
WBBam  Hafl  in  Zurich 

One  of  Europe's  biggest 
planned  cross-border  mergers 
collapsed  last  night  after  Ger- 
man conglomerate  Viag  said 
disagreements  with  Swiss 
group  Alusuisse  Lonxa  over 
terms  meant  their  deal  could 
not  go  ahead. 

After  a meeting  of  its  super- 
visory board  in  Munich.  Viag 
said  it  would  insist  that  its 
shareholders  should  own  at 
least  67.6  per  cent  of  the 
merged  group  rather  than  65 
per  cent  as  envisaged  last 
November  when  it  struck  the 
deal  with  Alusuisse,  an  alu- 
minium packaging  and  chemi- 
cals group. 

Alusuisse  said  last  night  it 
bad  decided  not  to  continue 
talks  with  Viag  on  the  €202bn 
(S21.5bn)  merger  using  the  pro- 
posed structure,  signalling  the 
death  of  the  deaL 

"Both  groups  continue  to 
believe  in  the  strategic  value 
of  the  combination  and  IAlu- 
suissej  regrets  the  technical 
obstacle  preventing  its  execu- 
tion, " the  company  said. 

Earlier,  Martin  Ebner,  the 
Swiss  group’s  chairman 
designate,  who  controls  almost 
22  per  cent  of  Alusuisse.  had 
predicted  the  merger  would 
collapse  if  Viag  tried  to  alter 
its  terms.  Commenting  on 
Vug’s  new  offer  to  Alusuisse 
of  32.5  per  cant  of  the  merged 
group’s  shares,  he  said:  "It 
isn't  in  the  interests  of  tbe 
[Swiss j shareholders." 

Viag  appeared  to  be  wooing 
Us  shareholders  last  night 
when  it  unexpectedly 
announced  that  it  planned  to 


raise  its  1998  dividend  by  DM2 
to  DM16  (€82,  $K8). 

The  wrangling  over  the 
terms  underlines  how  much 
harder  such  large,  cross-border 
deals  are  to  arrange  than 
mergers  between  companies 
from  the  same  country. 
Although  the  merger  appears 
to  have  broken  down  because 
of  a dispute  over  tbe  respective 
valuations  of  the  companies, 
the  breakdown  also  reflects 
serious  differences  In  manage- 
ment styles.  _ 

Matters  came  to  a head  on 
Sunday  when  Theodor 
Tschopp,  an  Alusuisse  veteran 
who  was  to  have  been  chair- 
man of  the  enlarged  group, 
resigned  as  chairman  and  was 
replaced  by  Mr  Ebner,  Switzer- 
land’s best-known  shareholder 
activist.  Mr  Ebner  is  under- 
stood to  have  wanted  to  give 
even  greater  power  to  Sergio 
Marchionne,  Alusuisse’s  chief 
executive,  in  the  running  of 
the  enlarged  group. 

Simon  Marshall-Lockyer  of 
analysts  BT  Alex  Brown  said 
that  the  stock  market  would 
be  glad  that  the  deal  had  been 
called  off.  Both  sides  had 
found  the  merger  difficult  to 
justify  and  the  share  prices  of 
both  companies  had  fanen  by 
around  10  per  cent  sinnp  it  was 
announced  last  November. 

News  of  the  breakdown  in 
merger  talks  came  after  the 
close  of  Frankfurt  trading.  But 
investors  had  already  driven 
the  German  company's  shares 
down  by  more  than  7 per  rent 
to  €515.  Alsuisse’s  shares 
closed  22  per  cent  higher  at 
SFrl.660. 
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This  announcement  appeals  as  a matter  of  record  onfy 
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COMPANIES  & FINANCE:  EUROPE 

GREECE  PRIVATE  BANK  TO  PAY  $91 2M  FOR  MAJORITY  HOLDING  IN  COUNTRY'S  LARGEST  PRIVATISATION  SALE _ 

Credit  to  take  control  of  Ionian  Bank 


Alpha 

By  Kerin  Hope  in  Athens^ 

Alpha  Credit  Bank,  Greece’s 
leading  private  bank,  is  to 
pay  Dr276bn  (8912.4m)  for  a 
majority  stake  in  state- 
controlled  Ionian  Bank  in 
the  country's  biggest  privati- 
sation sale  so  far. 

The  acquisition  will 
increase  Alpha  Credit's  mar- 
ket share  in  Greece  from  13 
per  cent  to  20  per  cent  and 
give  a significant  boost  to  its 
competitiveness  ahead  of 
Greece's  probable  entry  to 
the  euro-zone  in  2001- 


Russia 
to  sell 
holding 
in  power 
company 

By  Andrew  Jack  in  Moscow 

Russia's  last  significant 
electricity  company  in  state 
hands  could  be  on  the  road 
to  partial  privatisation  as 
soon  as  this  April,  according 
to  advisers  close  to  the  com- 
pany. 

Under  the  terms  being  dis- 
cussed. a significant  minor- 
ity stake  in  Tatenergo.  the 
monopolistic  power  producer 
and  distributor  in  the  semi- 
autonomous  republic  of 
Tatarstan,  would  be  trans- 
ferred to  companies  and 
employees  before  the  sum- 
mer. 

A stumbling  block  was 
removed  last  week  after 
Anatoli  Chubais,  head  of 
Unified  Energy  Systems 
tUES),  Russia's  principal 
power  group,  agreed  to  offer 
between  1 and  2 per  cent  of 
the  shares  of  his  company 
for  10  per  cent  of  Tatenergo. 

UES  would  later  swap  its 
10  per  cent  stake  in  Tate- 
nergo  for  26  per  cent  plus 
one  share  in  each  of  two  sub- 
sidiaries when  they  were 
subsequently  hived  off.  The 
two  units  are  the  Tatarstan's 
high  voltage  electricity 
transmission  operator  and 
the  Nizhnekamsk  hydro-elec- 
tric generation  plant. 

Gazprom,  Russia's  gas 
giant,  is  set  to  write  off  Tate- 
nergo's  debts  in  exchange 
for  a 10  per  cent  stake  in  the 
company,  while  managers 
and  staff  will  receive  about 
20  per  cent  of  the  shares  - 
partly  to  reduce  substantial 
wage  arrears. 

The  state,  which  will  ini- 
tially retain  up  to  60  per  cent 
of  the  shares,  will  assume 
the  money  owed  to  Tate- 
nergo  from  Kamaz,  the  giant 
and  financially  troubled 
truck  manufacturer. 

Advisers  hope  that  in  a 
second  stage  a strategic 
investor  will  take  a stake  of 
up  to  25  per  cent,  while  5 per 
cent  may  be  made  available 
to  others  through  the 
national  RTS  stock 
exchange. 

As  part  of  a special  auton- 
omy agreement  between  the 
Russian  Federation  and 
Tatarstan  agreed  in  1394  and 
renewed  this  month,  the 
republic  kept  all  of  its  prop- 
erty rather  than  handing  it 
over  to  tbe  decisions  of  poli- 
ticians in  Moscow.  President 
Mintimer  Shaimiev's  policy 

of  a "soft  entry  into  the  mar- 
ket" ensured  it  remained  in 
state  hands  while  its  coun- 
terparts in  other  parts  of 
Russia  were  sold. 

However.  analysts 
expressed  doubt  yesterday 
about  whether  the  privatisa- 
tion would  go  ahead  and 
would  prove  attractive. 

“Investors  are  looking  for 
liquidity  and  disclosure,  but 
Tatenergo  has  neither,"  said 
Alison  Graham  with  United 
Financial  Group  in  Moscow. 

Tatenergo,  which  pro- 
duced 20,867m  kilowatt 
hours  of  electricity  last  year, 
reported  losses  in  1998  of 
Rbsl27m  An  adviser 

to  the  company  said  its 
assets  were  worth  RbslSbn. 


Alpha  Credit  outbid 
Piraeus  Bank’s  offer  of 
Dr254bn  for  a 51  per  cent 
stake.  ESG  Eurobank,  the 
other  shortlisted  bidder, 
failed  to  submit  a binding 
offer. 

The  proceeds  from  the  sale 
will  be  used  to  strengthen 
the  balance  sheet  of  Com- 
mercial Bank,  Ionian’s  strug- 
gling parent  group.  Greece's 
socialist  government  is  com- 
mitted to  selling  a majonty 
hoiding  in  Commercial  Bank- 
next  year  under  a structural 
reform  programme  agreed 


with  the  European  Union. 

Alpha  Credit  was  advised 
by  Credit  Suisse  First  Boston 
and  Alpha  Finance,  the 
group's  investment  banking 
arm.  J.P.  Morgan  advised 
Commercial  Bank. 

The  outcome  marks  a set- 
back for  Piraeus  Bank,  a 
small  but  aggressive  Greek 
hank  which  raised  Dr240bn 
in  fresh  capital  to  finance 
the  bid  for  Ionian.  In  a last 
ditch  attempt  to  capture 
Ionian.  Piraeus  yesterday 
increased  its  offer  to 
Dr295bn.  A government  offi- 


cial said  the  bid  was  immedi- 
ately rejected  because  it  vio- 
lated the  sale  terms. 

Piraeus  Bank's  share  price 
yesterday  fell  eight  per  cent 
the  limit  permitted  by  the 
Athens  stock  exchange,  to 
close  at  Dr9,460.  Alpha  Cred- 
it’s share  jumped  eight  per 
cent  to  Dr 40.800. 

Analysts  said  that  Alpha 
Credit  paid  a high  premium 
to  secure  its  leading  position 
as  consolidation  picks  up 
speed  in  Greece's  banking 
sector. 

Ionian  has  a bigger  branch 


network  than  Alpha  Credit 
but  lost  a sizeable  percent- 
age of  its  lending  business 
last  year  after  a six-week 
strike  by  employees  opposed 
to  its  privatisation.  Alpha 
Credit  said  its  bid  “was  at 
the  higher  end  of  the  range" 
and  it  would  seek  sharehold- 
ers approval  for  a Drl20bn 
capital  increase  to  help 
finance  the  acquisition. 

It  said  a full  merger  with 
Ionian  was  planned  to  com- 
plete the  group's  distribution 
network  in  mainland  Greece 
and  the  Aegean  islands. 


Oilmen  strike  a rich  source  of  optimism 

PGS  sees  earnings  soaring  despite  the  state  of  the  oil  market,  writes  Valeria  Skold 


Optimism  is  a rare  com- 
modity in  the  oil  busi- 
ness these  days.  But 
Reidar  Michaelsen  and 
Bjarte  Bruheim.  chief  execu- 
tive and  chief  operating  offi- 
cer of  the  world's  largest  off- 
shore seismic  data  company, 
are  two  of  the  most  optimis- 
tic men  In  the  oil  and  gas 
business. 

The  pair  predict  that 
Norwegian- listed  Petroleum 
Geo-Services,  tbe  tenth 
largest  company  in  value  on 
the  Oslo  bourse,  will  see  a 
jump  of  up  to  27  per  cent  in 
Ebitda  pre-tax  earnings 
before  interest,  tax, 
depreciation  and 

amortisation  to  nearly  $600m 
this  year. 

The  rosy  forecast  comes 
despite  PGS's  expectations  of 
a 20  per  cent  fall  in  global 
exploration  and  production 
expenditure  to  STlbn  among 
tbe  top  16  oil  companies. 

There  has  also  been  a 9 
per  cent  fall  in  total  seismic 
activity  this  year  amid  fears 
of  a continued  low  oil  price 
- although  crude  oil  prices 
have  this  month  improved 
slightly  after  the  world's 
main  oil  producers  agreed  to 
cut  production. 

PGS  is  betting  that  oil 
companies  will  need  its 
technology  more  than  ever 
to  help  them  reduce  their 
drilling  costs  and  produce 
more  cheaply. 

The  company's  vessels 
traverse  the  seas,  recording 
sound  waves  over  offshore 
exploration  acreage  and 
processing  the  data  that 
helps  the  of!  industry  find 
petroleum  resources. 

It  can  also  provide 
reservoir  services  that  show 
how  oil  floats  in  a reservoir 
thousands  of  metres  below 


PGS:  the  ripple  effect 


Share  price  (NKi) 
300 


The  acquisition  marks  a 
charge  in  strategy  by  Alpha 
Credit,  which  decided 
against  bidding  when  a 
majority  stake  in  Ionian  was 
first  offered  last  year 
through  a tender  sale  on  the 
Athens  stock  exchange.  That 
deal  collapsed  after  the  gov- 
ernment rejected  the  only 
bid  of  Drl38bn  as  too  low. 

An  Alpha  official  said: 
“After  an  exceptionally  prof- 
itable year  in  1398  and  a 
very  strong  first  quarter  we 
decided  we  could  afford  to 
enter  a bidding  process." 


Teekay  to 
buy  Bona 
and  create 
giant  fleet 

By  Valeria  Skffld  in  Oslo 


Sana:  ampin*  Dttxkeamtn 

the  seabed,  using  a process 
similar  to  that  used  to 
produce  ultrasound  pictures 
of  an  unborn  baby. 

"Even  hospitals  in  stress 
situations  don't  stop 

X-raying  before  they 

operate,"  said  Mr 

Michaelsen.  “We  have  to  be 
optimistic." 

His  colleague  Mr  Bruheim 
points  out  that  oil  companies 
do  not  wait  far  the  oil  price 
to  rise  before  conducting 
seismic  research.  “They  need 
to  pick  acreage  and  leases 
now,"  he  said. 

The  company  is  also 
hoping  that  increased 
revenues  from  its  newly 
acquired  floating  production 
and  production  services 
business  will  make  up  for 
the  seismic  slowdown. 

PGS  predicts  seismics  will 
contribute  48  per  cent  of  its 
revenues  over  the  next  two 
years,  down  from  76  per  cent 
last  year.  At  the  same  time, 
revenues  from  its  production 
services  business  will 
increase  this  year  to  39  per 
cent  from  18  per  cent,  with  a 
predicted  Si60m  in  Ebitda 
and  revenues  of  $420m. 


1996 


However  analysts  question 
the  company's  optimism 
when  most  oil  companies  are 
either  cash  strapped  because 
of  low  oil  prices  or 
preoccupied  with  the  global 
consolidation  sweeping  the 
Industry. 

Analysts  at  Merrill 
Lynch,  for  example, 
foresee  a harsher  fall  in 
seismic  activity  of  22  per 
cent. 

One  Oslo  analyst  with  a 
reduce  recommendation  on 
PGS  said:  “Our  outlook  [for 
the  industry)  is  basically  the 
same,  but  we  are  a bit 
concerned  the  competitive 
situation  in  1999  may  not  be 
as  bright  as  PGS  believes." 

Admittedly.  PGS  is  not 
entirely  bullish  either.  The 
company  has  planned  a 
number  of  cost  cutting 
measures,  such  as  tbe 
removal  of  eight  seismic 
crews  representing  300  staff, 
aimed  at  saving  $140m 
annually  to  adjust  to  the 
expected  decline  in  seismic 
activity. 

“We're  optimistic,  but  we 
wouldn't  like  to  be  quoted  as 
being  completely  naive."  Mr 
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Michaelsen  said.  Analysts 
see  tbe  reductions  as 
positive  and  believe  in  tbe 
long-term  potential  of  tbe 
company. 

Oslo  analysts  at  Carnegie, 
a Swedish  brokerage  house, 
have  upgraded  their 
recommendation  to 
outperform  from  match  and 
predict  the  company's  share 
price  on  the  Oslo  stock 
exchange  will  rise  to  NKrl-5 
in  the  next  sis  months 
because  of  optimism  about 
future  contracts  in  West 
Africa  and  anticipated 
improvements  in  the 
efficiency  of  PGS's  fleet. 

The  company's  shares 
ended  the  day  on  the  Oslo 
stock  exchange  at  NKrll4.  a 
rise  of  NKr  on  the  day. 

■it's  a large  uncertainty  In 
the  seismic  market  and  I 
don't  think  the  whole 
uncertainty  has  come  across 
to  PGS  management."  said 
Eli  Setersmoen.  an  analyst 
at  Orkla  Finans  in  Oslo. 

“But  if  anyone  should 
survive  a bloody  marker,  it's 
them.  They  have  a very 
focused  management  and 
efficient  fleet.” 


J Lauritzen  shares  surge  as  it 
sells  50%  Sabroe  stake  to  York 


By  Clare  MacCarthy 
in  Copenhagen 

Shares  in  the  Danish 
shipping  and  industrial 
group  J.  Lauritzen  Holding 
surged  yesterday  after  it  said 
it  was  selling  its  50  per  cent 
stake  in  Sabroe  Refrigera- 
tion to  York  International  of 
the  US. 

Lauritzen  shares  closed  up 
DKr74  at  DKr524  on  the 
Copenhagen  stock  exchange 
yesterday. 

York  International,  which 
has  interests  in  refrigera- 
tion, beating,  air  condition- 
ing and  ventilation,  will  pay 
8586m  - including  debt  of 


8172m  - for  Sabroe,  in  a deal 
that  the  partners  say  will 
create  the  world's  largest 
supplier  of  machine  refriger- 
ation products. 

The  seller  of  the  other  50 
per  cent  stake  is  EQT  Scan- 
dinavia, a Swedeu-based 
investment  company. 

Lauritzen  bad  come  under 
increasing  pressure  to 
streamline  Us  holdings  after 
its  Dan  yard  shipyard  swung 
into  heavy  losses  in  the  mid- 
1990s. 

Before  the  sale,  Lauritzen 
had  been  preparing  Sabroe 
for  an  independent  stock 
exchange  listing  but  earlier 
this  month  announced  the 


postponement  of  the  IPO. 

While  the  sale  to  York 
caught  the  market  by  sur- 
prise. analysts  welcomed  the 
deal.  “This  is  absolutely  pos- 
itive news  for  Lauritzen. 
They’ve  got  a very  good 
price  compared  to  what  they 
would  have  got  on  the  stock 
market'1  an  analyst  with  a 
leading  Danish  bank  said. 

Copenhagen  stocks,  partic- 
ularly “small-caps",  had 
underperformed  for  weeks  so 
a straight  sale  to  York  made 
perfect  sense  and  came  at 
just  the  right  time  for  I^ur- 
itzen,  he  added. 

Michael  Christiansen. 
Lauritzen  board  chairman. 


called  the  deal  the  right  step 
for  the  company  and  its 
shareholders.  “While  we  con- 
sidered a public  offering  for 
Sabroe.  the  opportunity  to 
combine  Sabroe  with  York 
in  this  way.  at  a fair  price,  is 
highly  favourable  for  our 
shareholders,  employees  and 
customers."  he  said. 

Sabroe  has  a turnover  of 
about  DKr4.3bn  <862  lm>  and 
4.400  employees  in  40  subsid- 
iaries world-wide.  Based  on 
1998  results  for  both  Sabroe 
and  York,  total  pro  forma 
annual  revenues  for  the 
Refrigeration  Products 
Group  of  York  was  about 
$i_2bn. 


Teekay  Shipping,  operator  of 
the  world's  largest  fleet  of 
medium-sized  oil  tankers, 
yesterday  said  it  would  buy 
Norway's  Bona  Shipholding 
for  $450m  to  create  a giant 
shipping  fleet  three  times 
bigger  than  its  nearest  com- 
petitor. 

The  enlarged  Teekay.  with 
a market  value  of  Sl.Bbn. 
will  broaden  its  fleet  to  76 
vessels  and  widen  its  cover- 
age to  meet  tbe  increasing 
global  demands  of  merging 
oil  clients. 

The  consolidation  in  the 
oil  tanker  business  follows 
last  week's  deal  between 
Scandinavian  shipping  com- 
panies Wilhelm  Wilhelmsen 
and  Wallenius  Lines,  which 
combined  to  form  the 
world's  largest  car  shipping 
company,  similarly  to  meet 
the  demands  of  a sector  in 
the  throes  of  consolidation. 

Teekay.  based  in  the  Baha- 
mas. expects  its  deal  with 
Bona  to  improve  its  earnings 
per  share  and  result  in  310m 
in  annual  cost  savings,  once 
tbe  merger  is  completed  in 
June. 

The  integration  of  the  two 
companies'  fleets,  focused 
mainly  on  Afiramax  tankers, 
cuts  overlapping  overhead 
costs,  improves  economies  of 
scale  and  purchasing  power. 
Teekay  is  tbe  leading  rank 
operator  in  terms  of  traffic 
in  the  Indian  and  Pacific 
oceans.  Bona  concentrates 
on  the  Atlantic  ocean. 

“We’ve  seen  an  excellent 
fit  for  a long  time."  said 
Bjorn  Moller.  Teekay  chief 
executive,  its  an  ideal  time 
to  get  together  when  our 
customers  are  doing  the 
same." 

Teekay  will  pay  Sl36m  for 
18.9m  outstanding  shares  in 
Bona  - which  will  be  de- 
listed from  the  Oslo  stock 
exchange  - via  S7  or  0.485 
Teekay  shares  per  Bona 
share.  Teekay  will  also 
assume  S3 14m  in  debt  valu- 
ing the  transaction  at  $4oQm. 
or  a 12  per  cent  premium  to 
Bona's  market  value  on 
March  26. 

Bona  shares  surged  41.7 
per  cent  on  the  Oslo  stock 
exchange,  closing  up  NKrl5 
to  NKr51. 

The  merger  has  secured 
commitments  from  Bona's 
largest  shareholders  for 
more  than  the  necessary  75 
per  cent  majority  required 
for  the  deal.  Goldman  Sachs 
advised  Teekay  and  Warburg 
Dillon  Read  advised  Bona. 


Schindler  increases  market  share 


NEWS  DIGEST 


By  Wffltam  Hal)  in  Lucerne 


Schindler,  the  world's 
second  biggest  manufacturer 
of  elevators  and  escalators, 
increased  its  market  share 
last  year  despite  an  11  per 
cent  fall  In  the  estimated 
world  market  to  SFrl4.5bn 
(89.8bn). 

Schindler,  which  reported 
a double  digit  rise  in  profits 
earlier  in  the  month,  said 
that  revenues  from  escala- 


tors and  elevators  rose  by  2.8 
per  cent,  to  SFr5.3bn,  in 
1998.  Schindler  rolled  out 
several  new  products  last 
year  which  helped  offset  the 
decline  in  Asia,  which  had 
accounted  Tor  56  per  cent  of 
the  world  market  in  1998. 

Schindler  estimates  that 
the  total  number  of  escala- 
tors and  elevators  sold  in  the 
world  fell  2.9  per  cent,  to 
235,800  in  1998.  The  fall  in 
value  reflects  increased  price 


competition  and  the  move 
towards  cheaper  standar- 
dised equipment. 

Schindler  estimates  that 
the  Asian  market  fell  20  per 
cent  in  value  terms  last  year 
and  Latin  America  fell  id  per 
cent.  This  was  partially  off- 
set by  double  digit  growth  in 
North  America  and  single 
digit  growth  in  Europe, 
which  accounts  for  nearly 
half  of  Schindler's  sales. 

Schindler  estimates  that  it 


accounted  for  over  4.000  of 
the  16,000  escalators  sold  last 
year.  Its  25  per  cent  market 
share  compares  with  Otis's 
18  per  cent.  Mitsubishi's  13 
per  cent.  Kune's  P per  cent, 
and  Thyssen's  8 per  cent. 

The  group  has  been  able  to 
boost  its  operating  margins 
from  2.3  per  cent  in  1996  to  4 
per  cent  in  1998  through  cost 
cutting  and  wants  to  achieve 
a 7 per  cent  margin  in  the 
medium  term. 


Schindler 
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OIL  

Brussels  approves  merger 
of  Total  and  PetroFina 

The  European  Commission  V 

of  France’s  Total  and  Belgium’s  PetroFina  bu^  *** 
the  comoanies  agreed  to  sell  stakes jnjhefr  pe^J«®ge 
activities  where  Brussels  detected  potential  competition 

PTTheCommission.  which  vets  all  mergers  over  a certain 
size  in  the  European  Union,  said  the  oil  deal  would 
squeeze  competition  in  the  market  for 
sales"  of  petrol,  efiesef  and  heating  ori  in  parts  ol  Northern 
France.  Non-forecourt  sales  are  those 
such  as  hypermarkets  and  n on-branded  petrol 
to  large  end-users  such  as  transport  groups  and  industry. 
By  selling  storage  depots  in  the  area,  ^ 
believes  alternative  suppliers  will  be  able  to  enter  the  mar- 
ket for  non-forecourt  sales. 

Part  of  the  merger  has  been  referred  to  the  French  com- 
petition authorities  which  want  to  examine  the  effects  of 
the  operation  on  petroleum  storage  in  south-west  FranOT. 
However,  the  deal  can  go  ahead  before  the  French  author- 
ities complete  their  probe.  Emma  Tucker,  Brussels 
■ The  European  Commission  yesterday  also  aPPr°\e~t 
the  SKr50bn  (S6bn)  acquisition  of  Volvo  Cars  by  Ford  of 
the  US,  the  world’s  second  largest  carmaker.  Although  the 
Commission  said  Ford’s  acquisition  of  the  Swedish 
group's  car  division  would  lead  to  enlarged  market  shares 
in  executive  and  sports  cars,  it  ruled  that  the  overtap  was 
unlikely  to  obstruct  competition.  Tim  Burt,  Stockholm 

TRUCKS  AND  ENGINES 


Navistar  enters  joint  venture 

Navistar,  the  US  truck  and  engines  manufacturer,  is  to  join 
forces  with  Siemens  Automotive,  part  of  the  German  elec- 
trical and  electronic  engineering  group,  in  a Si 00m  joint 
venture  which  will  develop  and  make  “ next  generation " 
diesel  fuel  injectors. 

Semens  Automotive,  one  of  the  big  “tier  one"  suppliers 
to  the  automotive  industry,  will  have  a 51  per  cent  interest 
in  the  joint  venture,  which  will  be  known  as  Siemens  Diesel 
Systems  Technology  and  is  likely  to  employ  around  500 
people.  The  total  capital  investment  in  the  venture  is  put  at 
around  SI  00m. 

The  new  company  will  make  electronically-controlled 
low-pressure  injectors  to  be  used  in  diesel  fuel  systems 
made  by  Navistar.  Navistar  will  supply  expertise  on  elec- 
tro-hydraulic systems,  while  Siemens  will  add  fuel  delivery 
technology  and  manufacturing  capability  at  a yet-to-be-de- 
termined site  in  the  south-east  of  the  US.  The  fuel  injection 
system  is  due  to  become  available  for  commercial  use  in 
the  2002  model  year.  Nikki  Tart,  Chicago 


IRON  ORE  PRODUCTION 

Steel  output  drop  hits  LKAB 

LKAB,  Europe's  largest  iron  ore  producer,  is  forecasting  its 
first  operating  loss  3ince  1982  due  to  falling  European 
steel  production  and  increased  competition  from  iron  ore 
supplies  outside  Europe.  Prices  of  its  main  product,  iron 
ore  pellets,  have  been  cut  by  14.9  per  cent  compared  with 
last  year,  with  the  price  of  ore  fines,  low  phosphorous  ore 
in  a powder  form , down  13.4  per  cent 

The  company  is  also  predicting  that  sales  of  its  iron  ore 
products  will  be  below  the  20.3m  tonnes  recorded  in  1998. 
Last  year  LKAB  which  is  owned  by  the  Swedish  state  and 
whose  mining  and  processing  activities  are  based  in  the 
north  of  the  country  above  the  Arctic  Circle,  made  a pre- 
tax profit  of  SKr960m  (5115m)  in  1998. 

The  dual  pressure  of  falling  prices  and  volumes  had  its 
roots  in  the  Asian  economic  crisis,  according  to  Raymond 
Hedman,  company  spokesman,  “ft  is  very  difficult  to  make 
forecasts  but  we  are  saying  that  we  can't  see  any  sign  of 
any  upturn."  Nicholas  George,  Stockholm 


ICELAND 


Retailer  to  come  to  market 

Baugur,  Iceland's  largest  retail  chain,  is  expected  to  come 
to  the  market  in  Reykjavik  later  this  month  with  an  esti- 
mated market  capitalisation  of  $130m-Sl50m.  The  retailer, 
controlling  about  40  per  cent  of  the  food  distribution  mar- 
ket in  Iceland,  will  become  one  of  the  largest  quoted  com- 
panies on  the  country's  stock  exchange. 

The  company,  with  annual  turnover  of  5260m  and  a 
modest  profit  last  year  of  S6m,  is  the  latest  new  listing  in 
Iceland,  where  as  recently  as  1990  there  was  no  share- 
holder activity.  In  the  past  nine  years.  65  companies  have 
come  to  the  market.  Their  combined  market  capitalisation 
of  about  S3.2bn  is  equivalent  to  40  per  cent  of  gross 
domestic  product.  The  Icelandic  Investment  Bank  (11B)  said 
that  figure  could  grow  to  50  per  cent  of  GDP  this  year. 

Tim  Burt 


TYRES  AND  CARLES 

Pirelli  rises  despite  sales  fall 

Pirelli,  the  Italian  tyre  and  cables  group,  yesterday  reported 
a 4.3  per  cent  rise  in  1998  consolidated  net  profits  to 
L534bn  {£276m,  S296m'j.  despite  a 5.7  per  cent  fall  in 
sales  to  L70.624bn. 

Although  market  conditions  would  continue  to  be  diffi- 
cult and  highly  competitive  this  year,  Pirelli  said  operating 
profits  were  expected  to  remain  “in  line'’  with  last  year’s 
operating  profits  of  L798bn.  Operating  profits  in  1997  were 
L760bn.  Net  financial  debt  rose  from  L478bn  at  the  end  of 
1997  to  L5 13bn  at  the  end  of  fast  year  reflecting  in  part 
the  Siemens  cables  acquisition. 

The  company's  cable  division  reported  a 7.7  per  cent 
rise  in  1996  net  income  to  L280bn  on  lower  sales  of 
L5.397bn.  The  tyre  division  reported  flat  net  income  of 
1231  bn  last  year  on  lower  sales  of  L5.218bn. 

Pireifi  is  proposing  to  increase  its  dividend  by  16.6  per 
cent  to  L140  for  each  ordinary  share  from  LI 20  last  vear 
Paul  Betts,  Milan 


Telenor-Telia  merger  moves  step  closer 


ByfimBurtitStockiiofai 

The  governments  of  Sweden 
and  Norway  were  yesterday 
understood  to  be  finalising 
the  proposed  merger  of  Telia 
and  Telenor,  their  respective 
state-run  telephone  compa- 
nies, after  resolving  some  of 
tbe  management  issues  that 
threatened  to  scupper  it. 

After  almost  two  months 
of  talks,  ministers  in  Stock- 
holm and  Oslo  are  preparing 
to  unveil  a structure  for  a 
combined  company  includ- 
ing the  division  of  senior 
management  roles  and  the 
appointment  of  a new  board. 

It  is  hoped  that  an  agree- 
ment will  be  announced 
before  Easter,  although  nei- 


ther government  would  com- 
ment in  detail  yesterday. 

Even  if  the  deal  is  signed 
this  week,  it  is  unlikely  that 
a stock  market  listing  valu- 
ing the  company  at  about 
SKr300bn  f$36bn)  will  take 
place  as  soon  as  expected. 
Advisers  on  both  sides  bad 
hoped  for  an  IPO  this  sum- 
mer, but  that  could  now  be 
delayed. 

“The  whole  timetable  has 
been  put  back."  one  banker 
said  yesterday.  “The  intro- 
duction to  the  stock 
exchange  could  be  pushed 
Into  next  year." 

Officials  want  to  ensure 
the  capital  market  will  react 
to  the  structure  of  the  new 
company,  one  of  northern 


Europe's  largest  telecommu- 
nications groups. 

The  deal,  originally  due  to 
be  signed  last  month,  was 
delayed  after  differences 
emerged  over  management 
roles  and  the  location  of 
operating  subsidiaries. 

That  prompted  claims 
from  Telia  managers  that 
the  merger  risked  underval- 
uing the  size  and  profitabil- 
ity of  the  Swedish  side  of  the 
business. 

Last  year  such  claims  and 
counter-claims  between 
Telia  and  Telenor  led  to  the 
collapse  of  an  earlier  merger 
proposal. 

In  a bid  to  avoid  similar 
turmoil  this  time,  the  two 
governments  are  thought  to 


have  deferred  decisions  on 
the  location  of  particular 
divisions  and  subsidiary 
headquarters. 

“It  will  be  left  to  senior 
management  rather  than 
politicians  to  sort  this  out 
and  the  owners  realise  more 
time  is  needed  for  that,"  said 
one  official  in  Norway. 

Neither  company  would 
comment  on  reports  that  the 
mobile  telephone  and  inter- 
net divisions  would  be  based 
in  Sweden,  or  whether  Jan- 
Ake  Kark  and  Stig-Ame  Lar- 
sson,  Tella’s  chief  executive 
and  finance  director  respec- 
tively. would  be  named  joint 
deputy  chief  executives 
under  Tormod  Hermansson, 
chief  executive  of  Telenor. 


Slovnaft  searches  for  strategic  partner 


By  Robert  Anderson  in  Prague 

Slovnaft.  the  Slovak  oil 
refiner  that  has  run  into 
financial  problems,  is  to  seek 
a foreign  strategic  partner 
after  announcing  a fall  in 
profits  for  last  year. 

Slovnaft.  the  most  highly 
capitalised  stock  on  the  Bra- 
tislava stock  exchange,  is 
the  second  big  Slovak  con- 
cern sold  to  domestic  inves- 
tors that  is  now  having  to 
look  for  a foreign  partner 
after  running  iuto  financial 
problems. 

The  new  management  of 
the  VSZ  steel  group,  the 
country's  largest  company, 
last  week  reached  a stand- 
still agreement  with  credi- 


tors after  defaulting  in 
November.  VSZ  is  looking 
for  a strategic  partner  and 
US  Steel,  which  already 
participates  in  a joint  ven- 
ture. has  ordered  an  audir 
ahead  of  a possible  further 
investment. 

Slovnaft  yesterday  posted 
unaudited  and  unconsoli- 
dated pre-tax  profits  of 
Sk909.6m  <822.£5m>  for  last 
year  compared  with  Sk3.1bn 
for  1997.  The  company 
blamed  the  results  on  the 
fall  in  oil  prices  and  the 
devaluation  of  the  Slovak 
crown  in  October  for  which 
it  has  had  to  make  provi- 
sions for  doUar-denominated 
loans. 

The  disappointing  results 


come  as  Slovnaft  is  complet- 
ing a huge  investment  pro- 
gramme and  is  facing  tough 
competition  from  refiners 
such  as  OMV  of  Austria  and 
MOL  of  Hungary. 

The  management  believes 
it  needs  a strategic  partner 
capable  of  raising  the  equity. 
Slovomir  Hatina.  president, 
said  the  management  - 

which  owns  54  per  cent.  - 
had  hired  Salomon  Smith 
Barney  as  advisers  and  raav 
be  prepared  to  lose  its  major- 
ity position. 

• 5PT  Telecom,  the  Czech 
fixed-line  telecom  monopoly, 
yesterday  reported  that  last 
year's  net  profits  were  stable 
at  Kcb\06bn  <$l74.09mi  as 
revenues  rose  lf»  per  cent  to 


Kc4&.S9bn.  writes  Robert 
Anderson.  Revenues  grew 
from  a large  investment  in 
new  lines  but  profits  were 
hit  by  a 38  per  cent  increase 
in  payments  for  traffic  from 
mobile  telephone  operators 
and  a 32  per  cent  rise  in 

depreciation. 

The  company,  which  will 
lose  its  monopoly  at  the  end 
of  next  year,  is  slowing 
investments  and  focusing  on 
reducing  costs  in  order  to 
improve  profitability.  SPT, 
the  most  highly  capitalised 
Czech  company,  is  61  per 
cent  state-owned  with  33.5 
Per  cent  held  by  Telsource,  a 
consortium  between  KPN, 
the  Dutch  telecom  company, 
and  Swisscom. 
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With  an  unrivalled  professional  network  that  spans  the  world,  we're 
committed  to  thinking  globally.  What  you  can't  tell  from  our  size  alone 
is  that  we  also  think  differently.  We  don't  deal  in  off-the-shelf  solutions. 
Instead,  you'll  find  more  individuals  means  more  individual  thinking;  more 
innovation.  Quite  simply,  more  intelligence. 
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An  investment  bank  of  global  intelligence 
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Cessna  Citation  VH 


Ceajnd- Citation  V Ultra 


Cessna  Citation  S/If 


NetJets;. 

All  the  benefits  of 
aircraft  ownership  at  a 
fraction  of  the  cost. 


NetJets  Innovation 

In  1986,  Netjets  innovation  brought  . 
sweeping  change  to  the  way  business 
jas  were  acquired.The  Netjets  program 
now  makes  business  aviation  justifiable 
and  affordable  for  more  companies  and 
individuals  than  ever  before. 

Purchase  or  Lease 

Netjets  allows  you  to  acquire  a 
fractional  interest  for  as  little  as  1/Sch 
the  price  of  a foil  aircraft.  You 
purchase  or  lease  only  what  you 
actually  need,  saving  millions  of  dollars 
over  full  aircraft  ownership  and 
enjoying  guaranteed  availability;  costs, 
and  liquidity  of  your  asset.  • 

Own  a Fraction-.  Use  a Fleet 

As  the  iargesr  purchaser  of  business  jet  - 
aircraft  in  the  world,  Nerjer?  offers  the 
broadest  selection  of  the  finest  light. 


midsize  and  large  eibin  aircraft.  In 
Europe,  the  Gtation  SU,  Citation  VK,  . 
Hawker  800XP,  and  Falcon  200(1  are. 
available  in  fractional  shares.  In  the 
US,  we  offer  fractional  shares  in  the 
Citation  V Ultra,  Gtation  Excel, 
Gtation  Vfl,  Hawker  80OXP, 

Hawker  1000,  Citation  X Falcon  2000> 
Gulfsmeara  IV-SP,  Gultstrcam  V and 
Boeing  Business  Jet. 

Guaranteed  Avaflabffity,  Guaranteed 
Costs  and  Guaranteed  Liqukftty 

Asa  Netjets  owner,  you  have  guaranteed 
• access  to  your  aircraft  and  our  entire 
.ifeesEto  receive  the  fastest  response  and 
the  fefl&adest  coverage  to  meet  your 
in  the  wdrfcl  Owners 
'.i^>3Ke^hange  to  differentaircraft 
iyfefi&or  are  best  suited  to  your  travel 
requirements  here  and  in  the  U.S. 

You  are  guaranteed  service  to  more 


than  5000 aijports  in  Europe  and  the  US 
with  as  link:  as  6 hours  notice,  24  hours 
a' day,  365  days  a year.  Netjets 
contractually  guarantees  to  repurchase 
your  ownership  interest  at  fair  market 
value.  One  inclusive  monthly  charge 
covers  aH  fixed  costs  including  pilots, 
insurance,  traimng.eic.  An  occupied 
hourly  charge  for  only  the  hours  you  fly 
covers  your  variable  operating  costs. 
This  means  simplified  financials  and  no 
aircraft  management  concerns. 

You’ll  enjoy  superior  management  of 
every  aspect  of  your  aircraft  with  totally 
predictable  costs  and  no  surprises — all 
at  a fraction  of  the  cost  of  a whole  plane. 

The  Industry  Leader 

Netjets  offers  the  broadest  selection  of 
the  world's  finesr  aircraft  with  more 
choices,  more  service  and  support  and 
the  best  financial  options. 


In  the  lasr  three  years,  we  have 
purchased  over  1/3  of  the  world's.  . 
business  jet  aircraft  worth  over  $S 
billion.  In  1998,  our  leadership  position 
and  market  commitment  were  again 
confirmed  when  Warren  Buffett  made 
Netjets  part  of  the  Berkshire  Hathaway 
company. 

So  choose  Netjets  and  find  out  how 
easy  and  affordable  the  ultimate  in 
business  and  personal  transportation 
can  be.  In  Europe  call  41-41-798-1616 
for  more  information  or  to  schedule 
an  appointment.  In  the  U.$.  call 
1-800-821-2299. 


Netjets: 


A Berkshire  Hathaway  Inc.  Company 


Boeing  Business  Jet 


Gulfstream  V 
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Dassault  Falcon  2000 
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Kodak  warns  of 
slow  progress  in 
earnings  revival 


I By  Hicham  Waters  in  New  York 

| Eastman  Kodak  yesterday 
j once  again  signalled  that  its 
1 earnings  revival  was  prog- 
j ressing  more  slowly  than 
Wall  Street  had  hoped  - 
i though  this  time  it  at  least 
j escaped  another  knee-jerk 
| hit  to  its  stock  price, 
i The  US  photographic  prod- 
[ ucts  company  moved  to 
I nudge  down  market  expecta- 
| tions  for  its  earnings  in  the 
i first  three  months  of  this 
year. 

It  added,  though,  that  it 
still  expected  to  make  up  the 
lost  ground  later  in  the  year 
and  to  meet  its  earlier  earn- 
ings target  for  the  whole  of 
1999. 

Yesterday's  news  will  add 
to  pressure  on  George 
Fisher,  chairman,  to  demon- 
strate a sustained  tumround 
in  the  second  half  of  this 
year  after  the  false  starts 
seen  in  1998. 

Kodak’s  battered  shares 
had  jumped  early  last  year 
on  signs  that  cost-cutting 
was  moving  faster  than 
planned,  and  that  the  com- 
pany had  finally  responded 
to  a surprisingly  successful 
attack  on  its  core  US  con- 
sumer film  market  by  Fuji. 

However,  Kodak  once 
again  fell  out  of  favour  on 
Wall  Street  in  recent  months 
as  it  first  revealed  that  reve- 
nues were  growing  more 
slowly  than  expected,  then 
that  cost-cutting  efforts  were 
running  out  of  steam. 

Yesterday,  it  blamed  a 


number  of  factors,  including 
the  Impact  of  buying  a medi- 
cal imaging  business,  for 
expected  earnings  of  73-80 
cents  a share  in  the  first 
quarter  - below  most  Wall 
Street  analysts'  expectations 
of  more  than  SO  cents. 

While  the  Dow  Jones 
Industrial  Average,  of  which 
it  is  a part,  surged  back 
towards  the  elusive  10,000 
mark  in  New  York  yesterday 
morning,  Kodak’s  shares 
were  languishing  26  per  cent 
below  their  own  12-month 
high,  at  $65g. 

However,  the  stock  was 
still  up  t&'on  the  day,  resist- 
ing the  sort  of  sharp  declines 
it  had  experienced  on  previ- 
ous bouts  of  bad  news. 

Kodak's  hopes  for  a sus- 
tained revival  later  tills  year 
rest  in  part  on  a belief  that 
emerging  market  economies 
in  Asia  and  elsewhere  are 
finally  turning  the  corner. 

Yesterday,  the  company 
reported  “tentative  signs” 
that  the  economic  problems 
of  the  emerging  market  ^ 
“may  be  moderating". 
Emerging  market  sales  for 
the  first  half  of  this  year  will 
be  below  last  year,  but 
should  look  up  in  the  second 
six  months  “should  current 
trends  continue”.  Kodak 
said- 

while  reducing  its  earn- 
ings guidance  for  the  early 
months  of  this  year,  Kodak 
repeated  its  belief  that  It 
would  report  earnings  of 
$4.81-5.24  for  the  year  as  a 
whole. 


Dana  and  GKN 
plan  alliance 


By  Nikki  Taft  In  Chicago 
and  ThoroW  Barker  in  London 

Dana  Corporation,  the  US 
automotive  supplier,  and 
GKN  of  the  UK,  plan  a three- 
part  strategic  alliance  aimed 
at  bolstering  their  position 
in  axles  and  driveline 
systems. 

The  companies  said  yester- 
day they  were  joining  forces 
in  designing  and  developing 
advanced  driveline  systems 
for  four-wheel  and  all-wheel 
vehicles,  establishing  a joint 
office  near  Detroit  which 
will  be  staffed  by  engineers 
from  both  companies. 

They  will  also  collaborate 
on  developing  modular 
assemblies  for  passenger 
cars  and  light  vehicles  on  a 
global  basis. 

In  addition,  the  two  groups 
Will  swap  certain  assets. 
Dana  will  hand  its  constant 
velocity  joint  (CVJ)  drive- 
shaft  interests  to  GKN, 
which  has  a stronger  posi- 
tion in  this  area  and  37  per 
cent  market  share  world- 
j wide.  GKN.  meanwhile,  will 
pass  its  medium  and 
heavy-duty  propeller  shaft 
business  to  Dana. 

The  Dana  assets  involved 
have  annual  sales  of  about 
SSOOm.  and  the  GKN  busi- 
nesses about  5350m.  accord- 
ing to  the  US  company.  The 
Dana  assets  include  a manu- 
facturing operation  in  South 
Carolina,  as  well  as  joint 
venture,  interests  in  Argen- 


tina. Colombia  and  Brazil. 

The  GKN  businesses  are 
based  in  Europe  - notably 
Germany,  Italy  and  Sweden 
- and  include  a minority 
interest  in  light-duty  Car- 
dan-jointed propeller  shaft 
operations  in  UK  and  Spain. 

The  two  companies  - both 
prominent  players  in  the 
“under  the  vehicle"  vehicle 
component  market  - said 
the  deal  would  allow  them  to 
pool  resources,  but  also  play 
to  each  other's  strengths. 

It  will  confirm  GKN's  posi- 
tion as  the  world  leader  in 
CVJs,  and  Dana  as  the 
leader  in  the  development  of 
Cardan-jointed  propeller 
shafts, 

Mark  Little,  analyst  at  BT 
Alex  Brown,  said  of  the  deal: 
It’s  an  important  strategic 
development  It  puts  GKN  In 
a better  position  to  develop 
advanced  driveline  systems 
and  gives  the  group  a strop- 
set  US  position  from  which 
to  win  General  Motors  busi- 
dGss  after  the  Delphi  demer- 
ger." 

The  demerger  of  Delphi, 
CM’S  parts  arm,  is  expected 
to  open  the  carmaker's  sup- 
ply business  to  more  exter- 
nal competition. 

Dana  and  GKN  already 
nave  a fairly  dose  relation- 
ship. Dana  bought  GKN’s 
ade  business  in  1995,  and 
tne  uk  company  bought 
shares  from  Dana  in  the 
three  South  American  asso- 
ciates at  the  sang  ^ 
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Iridium  wins 
time  on  debt 


By  Christopher  Price 

Iridium,  the  troubled 
hand-held  satellite  phone 
group,  has  won  a 60-day 
breathing  space  from  its 
main  bankers  on  debts  of 
$800m. 

However,  the  news  was 
partly  overshadowed  by  tbe 
separate  announcement  of 
the  resignation  of  Roy 
Grant,  chief  financial  officer, 
for  “personal  reasons".  A 
successor  is  due  to  be 
appointed  by  Air  Grant's 
departure  in  two  weeks. 

Iridium  shares,  which 
came  to  the  Nasdaq  stock 
market  at  $20  in  1997  and 
reached  more  than  $72  in  the 
past  year,  yesterday  fell 
more  than  11  per  cent  in 
early  trading  to  $19. 

Despite  this,  the  backing 
of  its  bankers  will  come  as  a 
relief  to  the  company  and 
investors.  The  $800m  of 
debts  were  covered  by  cove- 
nants that  Iridium  should 
hit  certain  subscriber  and 
revenue  targets  by  the  end 
of  March. 

However,  tbe  company 
looked  increasingly  unlikely 
to  achieve  these  after  a dis- 
appointing performance 


since  launching  in  Novem- 
ber. The  S5bn  Iridium  satel- 
lite service  is  the  first  to 
enable  hand-held  mobile 
phones  to  be  used  anywhere 
in  the  world. 

The  covenant  targets  of 
27.000  customers  fay  the  end 
of  March  are  thought  to 
have  reached  less  than  half 
this  figure. 

The  company  said  it 
intended  to  revise  both  these 
figures  and  "request  a modi- 
fication of  the  minimum  rev- 
enue and  customer  level  cov- 
enants in  the  secured  bank 
facility  once  this  revision  is 
complete”. 

Ed  Staiano.  vice-chairman, 
said  recently  he  had  been 
confident  of  a successful  out- 
come to  the  talks  because 
the  banks  had  been  kept 
informed  of  the  group's  diffi- 
culties from  the  outset. 

He  received  a further 
boost  last  week  when  Bob 
Growney.  president  and 
chief  operating  officer  of 
Motorola,  the  US  telecoms 
group  which  founded  Irid- 
ium and  which  remains  a 
key  investor,  said  "there  was 
no  question  of  Iridium  going  | 
under."  pledging  financial  | 
support  for  tbe  group. 


COMPANIES  & FINANCE:  THE  .AMERICAS 

BP  Amoco  fits  with  Arco 


Analysts  are  upbeat  about  the  potential  benefits  of  a. merger  for  both  oil  groups 

By  Andrew  EdgecKffe-Jobnson  l^m  barrel  produced  in  the 

in  Hg.  York  Mutuim,  niMiimu  state  each  day. 

Snare  price  ratabm  to  the  SWOI  sector  According  to  Mr  Wilson, 


Atlantic  Richfield 

Shane  price  relative  to  theS&P  09  sector 
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Goldman  buys 
„ 22%  stake  in 


In  1968,  the  newly  merged 
Atlantic  Richfield  company 
discovered  a 13bn  barrel  oil- 
field on  Alaska's  North 
Slope.  The  strike  in  Prudhoe 
Bay  was  the  biggest  ever  in 
the  western  hemisphere,  and 
gave  Arco  the  exploration 
and  production  clout  to  bal- 
ance its  strengths  in  refining 
and  marketing. 

More  than  30  years  later. 
Arco  has  been  accused  of 
having  rested  on  those  lau- 
rels. Recent  ventures,  partic- 
ularly in  the  international 
arena,  had  absorbed  cash 
and  failed  to  poduce  as  much 
profit  as  had  been  hoped. 

Albert  Anton,  an  oil  ana- 
lyst at  Carl  H.  Pforzheimer 
in  New  York,  said  yesterday: 
“Arco  seems  to  have  drifted 
in  recent  years." 

That  drift  was  also  felt  in 
Arco's  stock  price.  Between 
October  1997  and  early 
March  this  year,  tbe  shares 
slid  from  above  $68  to  a low 
of  S52‘*. 

It  is  unclear  whether  that 
drop  was  what  brought  Arco 
into  BP  Am  oca's  sights  and 
prompted  Lalks  about  a 
$25bn  takeover  of  the  sev- 
enth largest  oil  group  in  the 
US. 

Most  analysts  agreed  yes- 
terday that  Arco  was  In  no 
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Some  OatastasaEV 

urgent  need  of  a merger  with 
a larger  partner.  But,  they 
added,  a deal  with  BP 
Amoco  made  strategic  sense. 

BP  Amoco’s  refining  and 
marketing  operations  are 
focused  on  the  east  side  of 
tbe  Rocky  Mountains,  while 
its  Los  Angeles- based  target 
Is  the  number  one  down- 
stream group  west  of  the 
Rockies. 

Jack  Aydin.  of  McDonald 
St  Co  Investments,  says 
Arco's  overseas  investments 
have  been  "mediocre  at 
best",  but  adds  that  one  of 
Arco's  international  invest- 
ments would  be  attractive  to 
BP  Amoco. 

The  Tangguh  development 
In  eastern  Indonesia  is  the 
third  largest  hydrocarbon 


discovery  in  Arco's  history, 
with  more  than  IS.OOObn  cu 
ft  of  proven  and  probable 

natural  gas  reserves.  “If  BP 
Amoco  is  thinking  for  the 
long  term,  in  50  years  that 
will  be  worth  a lot."  says  Mr 
Aydin. 

Arco  has  other  interna- 
tional investments,  stretch- 
ing from  Algeria  to  China, 
but  its  long-standing  Alas- 
kan presence  may  be  the 
most  important  factor  in  the 
success  or  failure  of  a take- 
over by  BP  Amoco. 

Analysts  expect  the  Alas- 
kan state  government  to 
take  a close  look  at  the  pro- 
posed deal,  as  a combination 
of  BP  Amoco  and  Arco 
would  leave  one  company  in 
control  of  nearly  lm  of  the 


“what  (Alaska]  will  be  con- 
cerned about  is.  are  the  dol- 
lars still  going  to  be  spent  in 
Alaska?” 

BP  Amoco  would  need  to 
convince  the  authorities 
that,  despite  the  likely  cost- 
cutting  following  a takeover, 
such  a deal  would  be  in  the 
long-term  interests  of  pro* 
duction  in  tbe  region. 

Tbe  potential  cost  savings 
from  sharing  facilities  in 
Alaska  and  cutting  costs 
elsewhere  are  estimated  at 
up  to  SI  bn,  bat  Arco  has 
made  some  progress  towards 
cutting  its  own  cost  base 
overseas. 

If  analysts  generally  agree 
that  the  deal  makes  strategic 
sense,  they  are  less  sure  of 
the  financial  logic.  Last  year. 
Arco's  sales  dropped  from 
Sl*L3bn  to  SXOJbn,  while  net 
income,  which  was  distorted 
by  write-offs  and  disposal 
gains,  fell  from  S1.77bn  to 
8452m. 

Nonetheless,  several  ana- 
lysts believe  Arco  could  hold 
out  for  more  than  S25bn. 
With  no  rival  bidders  on  the 
horizon  yet.  however,  BP 
Amoco  could  represent 
Arco's  richest  strike  to  date. 

Lex,  Page  18 
Feature,  page  17 


Wit  Capital 


By  WifEain  Lewis  m New  Jerk 

Goldman  Sachs,  the 
i US-based  investment  bank 
! that  is  about  to  become  a 
j public  company,  yesterday 
■ announced  the  acquisition  of 
1 a 22  per  cent  stake  in  Wit 
; Capital,  an  investment  hank 
j specialising  in  initial  public 
j offerings  over  the  internet. 

The  acquisition  comes  as 
| Goldman,  along  with  other 
i leading  investment  banks. 
; reconsiders  its  own 
j long-term  internet  strategy 
i following  the  surge  In  online 
j trading  in  the  US. 

' The  stake  in  Wit,  which 
itself  is  set  to  become  a pub- 
lic company  later  this  year, 
is  one  of  several  Goldman 
: bas  taken  in  internet-focused 
[ financial  companies.  In  Jan- 
! uary.  the  firm  announced  it 
was  co-investing  with 
! E*Trade.  the  online  broker, 
j and  Archipelago,  an  off- 
exchange  electronic  stock 
[ trading  network. 

\ Wit  formed  in  September 
j 1997,  specialises  in  selling 
securities  to  individual 
investors.  Like  other  inter- 
net investment  banks,  in 


recent  months  it  has  won 
IPO  business  by  undercut- 
ting the  fees  traditional 
investment  banks  charge. 

Goldman  said  the  two 
companies  planned  to 
co-operate  in  a number  of 
areas,  including  IPOs,  but 
both  Goldman  and  Wit  wfl] 
be  free  to  work  with  other 
investment  banks. 

“We  believe  that  WH  Capi- 
tal is  both  an  attractive 
investment  for  Goldman 
$achs  and  an  important  part 
of  our  ongoing  commitment 
to  supporting  the  internet 
and  other  new  technologies 
in  our  business,  both 
through  internal  develop- 
ment and  external  invest- 
ment," said  Henry  Paulson, 
Goldman  co-chairman  and 
chief  executive. 

People  dose  to  the  trans- 
action said  that  Goldman 
was  paying  more  than  $20tn 
in  cash  to  Wit 

Goldman  will  acquire 
stock  and  warrants  repre- 
senting about  22  per  cent  of 
Wit’s  common  stock,  not 
induding  the  shares  that 
will  be  issued  in  Wit's 
planned  IPO. 
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COMPANIES  & FINANCE:  INTERNATIONAL 


— ^T?S>fjG  P&G  POLICY  CHANGE  may  spur  consolidation 

Campaigns  stepped 
up  for  the  big  sell 
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By  Richard  Tomkins, 
New  York 


It  seems  a sure  sign  thar  ihi- 
bid  rumours  are  gelling  mu 
control  when’ a British 
Sunday  newspaper  reports 
that  Lord  Saatchi  j*  plan- 
ning to  merge  his  M&C  Saat- 
chi advertising  agcncv  with 
Saatchi  & Saatchi.  the  public 
company  he  once  headed. 

‘Its  like  an  ant  proposing 
sex  with  an  elephant."  scoffs 
a Saatchi  & Saatchi  insider, 
saying  the  tiny  M&C  Saatchi 
would  have  some  nerve  to 
propose  to  a company  so 
many  times  its  su». 

Yet  for  even-  bid  rumour 
knocked  down  in  tht*  adver- 
tising industry,  another  is 
ready  take  its  place. 

Will  True  North  hid  for 
Cordiant.  or  will  WPP  bid  jur 
True  North1*  Is  MacManus 
really  talking  to  Interpublic? 
Could  Saatchi  & Saatchi 
merge  with  Grey,  then  be 
acquired  by  Oinnkrim? 

Bid  speculation  is  so  rile 
that  nearly  all  the  indepen- 
dent agencies  are  regarded 
as  targets  - even  private 
ones  such  as  MacManus  and 
Leo  Burnett. 

Like  many  other  indus- 
tries. the  advertising  busi- 
ness has  been  consolidating 
for  years.  Agencies  have 
been  getting  together  to  pro- 
vide the  global  service  that 
multinational  clients 
increasingly  require. 

But  in  the  last  few  weeks, 
a new  catalyst  has  been 
added:  a decision  by  Procter 


& Gamble,  the  world's  big- 
gest advertiser,  to  relax  its 
conflict  policy,  which  pre- 
vented its  agencies  working 
for  competing  consumer 
goods  companies.  Until 
recently,  client  conflicts  had 
been  one  of  the  biggest  barri- 
ers to  consolidation. 

Acquisitive  groups  were 
reluctant  to  acquire  P&G 
agencies  - or  even  work  for 
P&G  - because  they  would 
have  to  give  up  business 


It’s  like  an 
ant  proposing 
sex  with  an 
elephant’,  scoffs 
a Saatchi  & 
Saatchi  insider 


from  other  clients.  With  the 
easing  of  P&G‘s  conflict  pol- 
icy. P&G  agc-ncies  are  still 
not  allowed  to  work  for 
direct  competitors.  But 
within  certain  constraints. 
P&G  will  no  longer  object  if 
another  agency  witbin  the 
same-  group  works  for  a rival 
consumer  goods  company  - 
thus  clearing  the  way  for 
P&G  agencies  to  be  absorbed 
by  larger  groups. 

“This  changes  the  game," 
says  Alan  Gottesman,  who 
follows  the  industry  as  man- 
aging director  of  West  End 


Cammunicalions/Consulting 
in  New  York.  “It  means  com- 
panies that  were  sheltered 
are  now  on  people's  radar 
screens." 

Which  are  these  compa- 
nies? There  are  four  on 
P&G's  global  roster:  Grey 
Advertising.  Leo  Burnett. 
MacManus  and  Saatchi  & 
Saatchi. 

Grey,  although  quoted,  is 
effectively  controlled  by  Ed 
Meyer,  chairman  and  chief 
executive,  who  seems  unwill- 
ing to  retire.  But  as  James 
Dougherty  at  Prudential 
Securities  In  New'  York 
points  out.  Mr  Meyer  ts  72. 
“At  some  point,  you  would 
think  something  has  to  hap- 
pen." he  says 

Leo  Burnett,  which  last 
u-eek  won  global  responsi- 
bly for  the  Hein2  brand 
name,  would  benefit  from 
greater  access  to  capital 
from  public  ownership,  or 
ownership  of  a larger  group. 
And  Saatchi  & Saatchi's  two 
big  shareholders.  Phillips  & 
Drew  Fund  Management  and 
David  Herro  of  the  Chicago- 
based  Harris  Associates, 
would  sell  for  the  right  price. 

As  for  MacManus,  the  pri- 
vately owned  parent  of 
D’Arcy  Masius  Benton  & 
Bowles,  some  industry 
sources  say  it  is  already 
talking  to  Interpublic,  parent 
of  McCann-Erickson  World- 
wide, Ammirati  Pm-is  Lintas 
and  the  Lowe  group. 

This  seems  improbable, 
since  Ammirati  handles 
most  of  Unilever’s  global 
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Yeaag&BiMeM 

Headquarters;  New  York 
Mam  agency:  Young  & flubicam 
Brass  income:  SlAn 
Good  global  spread,  but  ntm  only 
one  agency  m the  group,  it  cannot 
work  for  cbents'  rivals.  Rapid  growth 
since  fast  year's  flotation  could 
tempi  executives  to  cash  in. 
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#Tna  Hartt  CMWinilcaflpas 

Headquarters:  Chicago 
Main  agencies:  Foote  Cone  & 
Bekflng,  Bozen  Worldwide 

Grass  Income:  SI  .21  bn 
Recent  troubles  have  included 
long  search  tor  new  chief  executive, 
collapse  of  affiance  with  France's 
Publics  and  poorly  performing 
share  price.  Tipped  to  Md  tor 
something  or  be  bought 
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Haras  Adwfisiftg 

Headquarters:  Pans 
Main  agency:  Euro  RSCG 
Gross  income:  St  h3bn 
Recertify  ditched  by  P&G.  Aspires 
to  global  status  but  under- 
represented m Asia  and  Latin 
America.  ViventS.  the  French  utilities 
and  media  conglomerate,  is  an 
unstable  shareholder. 


SsatcW  & SaafeN 

Headquarters:  London 
Mam  agency:  Saatchi  & Saatchi 
Worldwide 

Gross  income:  SS57m 
Respected  P&G  agency  with  good 
world-wide  spread,  but  over- 
dependent  on  turn  tag  clients  - P&G 
and  Toyota.  A tempting  target  - if 
anyone  can  afford'd 


GrayMraflsiag 

F Headquarters:  New  York 
Mam  agency:  Grey  Advertising 
Gross  income:  S1.14bo 
A Procter  & Gamble  agency,  looking 
rtpe  tor  consolidation  following 
relaxation  of  P&G's  conflict  policy. 
Effectively  controlled  by  chairman 
aid  chief  executive  Ed  Meyer,  who  is 
72  and  has  no  obvious  successor. 


Leo! 

Headquarters:  Chicago 
Main  agency:  Leo  Burnett 
Grass  income:  $878m 
Out-established  agency  ivrtn  P&G 
among  its  btoe-ctup  clients,  but 
privately  owned  and  under- 
resourced.  It  recently  reached 
outturn  agreement  to  seH  a stake 
to  Japan's  Dentsu. 


* 


PubGcte 

Headquarters:  Paris 
Main  agency.  Pubhris 
6ross  income:  SS2Sm 
Famtiy  controlled  but  pubhety 
Quoted  agency  the!  has  extended 
beyond  Europe  through  acquistsons. 
Looks  in  need  of  a Ptg  US  partner 
after  the  failure  of  its  alliance  mth 
True  North. 


# 


Headquarters:  New  York 
Main  agency:  D’Arcy 
Masius  Benton  & Bowies 
Grass  income:  5842m 
A P&G  agency,  so  perceived  as 
consolidation  cantodats.  Privately 
owned  and  under-resourced.  Said  to 
be  tafldng  to  to&pu&Wc:  both 
companies  decline  to  comment. 


Contort  Pumeninlntimir 

'fF  Headquarters:  London 
Main  agency  Bates  Worldwide 
Gross  income:  S597m 

Under-represented  m the  US  and 
perceived  as  too  smalt  to  go  on 
alone.  Attractive  for  its  Asian  and 
European  strengths.  Believed  to  have 
talked  to  True  North. 


advertising  - a conflict  too 
striking  even  Tor  P&G's 
softer,  kinder  rules.  Bui  this 
is  an  industry  In  which 
everyone  is  tailing  to  every- 
one. Neither  company  would 
comment. 

Meanwhile,  speculation 
about  deals  is  not  confined 
to  the  P&G  raster.  Medium- 
sized  agencies  need  to  be 
bigger  to  be  truly  global. 

“Middle-sized  agencies 
globally  can't  live,  unless 
they  have  a real  reason  for 
living."  says  the  chairman 
and  chief  executive  of  a US 


agency  group.  Martin  Sor- 
rell. chief  executive  of  WPP. 
another  big  agency  group, 
thinks  tbe  industry’  will 
eventually  be  dominated  by 
just  five  companies:  Omni- 
com. WPP  and  Interpublic  - 
tbe  three  “supergroups" 
formed  through  earlier  con- 
solidations - plus  groups 
based  on  Dentsu  and  Young 
& Rubicam. 

If  he  is  right,  this  raises 
questions  over  the  future  of 
the  two  big  French  agencies, 
Havas  Advertising  and  Pub- 
licis,  as  well  as  the  P&G 


agencies.  And  few  expect 
Britain's  Cordiant  Communi- 
cations to  remain  indepen- 
dent for  long. 

Lorna  Tilbian  of  WestLB 
Panmure  in  London  says 
Cordiant.  which  is  strong  in 
Europe  and  Asia  Pacific, 
would  make  a good  acquisi- 
tion for  Omnicom,  which  is 
weak  in  Asia  Pacific,  or  True 
North  Communications, 
which  is  weak  in  Europe. 

Indeed,  Cordiant  and  True 
North  are  believed  to  have 
exchanged  financial  informa- 
tion. although  nothing 


appears  to  have  come  of 
their  discussions. 

Ms  Tilbian  is  less  sure 
about  the  merger  prospects 
for  the  French  companies 
after  the  collapse  of  True 
North’s  blighted  marriage 
with  Publicis. 

“Over  the  years,  relation- 
ships with  the  French  seem 
to  be  fraught  with  prob- 
lems," Ms  Tilbian  said. 

“I  think  there's  not  much 
the  French  agencies  can  do 
- they’ve  just  got  to  keep 
going  the  Gallic  way."  she 
added. 


Peregrine  creditors  to  receive  dividend  payments 


By  Rahul  Jacob  in  Hong  Kong 

Creditors  of  Peregrine 
Investments  Holdings,  the 
Asian  investment  bank  that 
collapsed  in  January  1998. 
and  its  two  subsidiaries  will 
receive  their  first  dividend 
payments  later  this  year  of 
between  3 and  10  cents  on 
the  dollar. 

PwC,  which  is  in  charge  of 
Peregrine's  complicated  liq- 


uidation process,  said  that 
some  creditors  of  the  two 
subsidiaries.  Peregrine  Fixed 
Income  Limited  and  Pere- 
grine Derivatives  Limited, 
would  receive  payments  in 
June. 

Tbe  interim  dividend  for 
the  parent  company  would 
be  paid  a few  months  later 
and  will  be  at  least  3 cents 
on  the  dollar. 

PwC  said  that  gross  asset 


realisations  and  income  for 
the  fixed  income  subsidiary 
amounted  to  US$400m.  For 
the  derivatives  subsidiary 
and  parent  company,  the 
corresponding  figures  were 
lower.  amounting  to 
HK$479m  fUSS6l.8m)  and 
HK$627m  respectively. 

Complex  legal  issues  relat- 
ing to  provisions  of  the 
Internationa]  Swap  Dealers' 
Association  agreement  must 


be  resolved  before  further 
progress  can  be  made 
towards  repaying  creditors. 

David  Hague,  partner  in 
charge  of  the  liquidation  pro- 
cess, said  it  was  likely  the 
firm  would  take  one  of  tbe 
counterparties  on  a swap 
contract  with  Peregrine  to 
court  to  establish  a prece- 
dent that  would  apply  to 
other  similar  transactions. 

The  uncharted  territory 


includes  tbe  claim  by  some 
debtors  on  transactions  with 
Peregrine  that  their  expo- 
sure to  Peregrine  must  be 
reduced  because  their  credit 
status  was  impaired. 

The  case  is  expected  to  be 
heard  in  London  and  could 
be  concluded  in  three 
months.  Mr  Hague  said  the 
decision  would  affect  the 
book-keeping  relating  to 
numerous  transactions.  “It 


has  a knock-on  effect  All  the 
ISDA-related  claims  are  up 
in  the  air  till  the  Issue  Is 
resolved,"  he  said. 

Peregrine  collapsed  in  Jan- 
uary 1998  because  of  bug? 
loans  to  an  Indonesian  taxi 
and  bus  company  called 
Steady  Safe.  Peregrine’s 
headquarters  was  in  Hong 
Kong  and  the  local  govern- 
ment has  . recently 
announced  that  it  will  go 


ahead  with  an  inquiry  into 
the  bank's  collapse. 

Mr  Hague  said  that  his 
firm  was  focused  on  recover- 
ing money  for  the  creditors 
and  had  not  sought  to  appor- 
tion blame  in  the  bank’s  col- 
lapse. “Nothing  has  come  to 
our  attention  that  warrants 
a call  to  the  ICAC  (Hong 
Kong’s  Independent  Com- 
mission Against  Corruption) 
or  the  police,"  be  said. 


Enersis 
holders  to 
vote  again 
on  offer 

By  Mark  Mulligan  In  Santiago 


Shareholders  in  Enersis. 
Chile's  largest  electricity 
generator,  will  today  vote  for 
a second  time  on  clearing 
the  way  for  a Si.45bn  bid  for 
control  by  Endesa,  the  Span- 
ish utilities  group. 

The  vote,  called  by  institu- 
tional investors  after  the 
Spanish  group  fell  less  than 
one  percentage  point  short 
of  changing  Enersis 's  stat- 
utes on  shareholder  concen- 
tration at  a meeting  on  Feb- 
ruary 24.  is  expected  to  go  in 
favour  of  Endesa. 

“I  think  Endesa  will  get 
tbe  concentration  approval 
this  time."  said  an  invest- 
ment analyst  at  one  of  the 
eight  pension  fund  groups 
which  together  hold  about 
30  per  cent  of  Enersis. 

Endesa  will  use  its  own 
32  per  cent  stake,  which  it  is 
looking  to  double,  to  vote  in 
favour  of  changing  limits  on 
shareholder  concentration  at 
Enersis  from  32  per  cent  to 
65  per  cent. 

The  company  is  also 
counting  on  the  support  of 
the  pension  funds  and  on 
holders  of  American  Deposi- 
tary Receipts,  which  account 
for  19  per  cent  of  the  equity, 
to  reach  the  75  per  cent 
majority  needed  to  alter 
Enersis's  constitution. 

Endesa  has  been  cam- 
paigning to  convi  nee  ADR 
investors,  which  were  poorly 
represented  at  last  month's 
shareholders'  meeting,  of  the 
merits  of  its  proposal  to  use 
Enersis  as  its  base  for  invest- 
ments throughout  Latin 
America. 

Analysts  say  a win  today 
for  Endesa  is  likely  to  force 
a shake-up  of  the  Enersis 
board  and  result  in  the  resig- 
nation of  Jos6  Antonio  Guz- 
m£n.  company  president, 
who  opposes  a takeover  by 
the  Spanish  group. 

Stockbrokers  in  Santiago, 
meanwhile,  say  the  Spanish 
group  will  then  launch  a 
counter-bid  for  control  of 
Endesa  Chile,  the  country’s 
largest  electricity  generator, 
against  a $2_lbn  offer  for  a 
51  per  cent  stake  by  Duke 
Energy  of  the  US. 
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Should  basic  rights  apply  to  securities  too?  Since  January  all  our  shares  are  equal. 

In  reinsurance  and  in  investments  we  make  no  fundamental  distinction  between  countries  and  nationalities.  Because  we  are  at  home  everywhere  around  the  globe.  From 
over  60  cities  we  service  more  than  5,000  insurance  companies.  And  specialists  from  all  over  the  world  work  at  our  head  office  in  Munich.  In  making  the  transition  to  a single 
and  transparent  presence  Dn  the  international  capital  market,  swapping  bearer  shares  for  registered  shares  is  a natural  step. 

The  Munich  Re  registered  share.  The  security.  Exchange  your  bearer  shares  for  registered  shares  between  February  17  and  AprH  1, 1999. 
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COMPANIES  & FINANCE:  ASIA-PACIFIC 


Preparation  keeps  banks  in  the  black 


Hong  Kong  banks 


Ban  kina  groups  throughout  Asia  have  been  hit  by  bad  loans,  but 
Hong  Kong  is  riding  out  the  storm,  writes  Rahul  Jacob 

Sit+in^  in  his  eyrie  high  cent  of  lending  a year  and  than  a quarter  to  HKSS.TBbn. 
toe  Hmg  still  turn  a profit.  “In  How  Kong,  [bad  dehts] 

t dis-  Though  the  recent  report-  are  really  more  an  earnings 
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local  banks. 

Hong  Kong’s  economy 
may  be  in  its  deepest  reces- 


still  in  the  black.  Hongkong 
Bank,  the  Asian  arm  of 
HSBC  Holdings,  for  instance, 
increased  provisions  for  bad 


“In  Hong  Kong,  [bad  debts] 
are  really  more  an  earnings 
issue  than  a balance  sheet 
issue.  In  the  midst  of  the 
financial  crisis,  Hang  Seng 
Bank  is  still  achieving  a 14 
per  cent  return  on  equity," 
says  Roy  Ramos,  banking 
analyst  at  Goldman  Sachs. 

Nevertheless,  the  need  to 
make  more  provisions  for 


health  of  mainland  entities 
has  deteriorated  since  the 
end  of  1998,  which  is  not 
reflected  in  last  year's 
results.  Keith  Irving,  analyst 
at  Merrill  Lynch,  says  cur- 
rent provisioning  levels  of 
local  banks  would  be  ade- 
quate only  if  non-performing 
loans  bad  peaked. 

With  more  bad  news  still 
to  come,  current  bad  debt 
allowances  provide  just  31 
per  cent  coverage  of  proj- 
ected peak  non-performing 
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of  defaults  on  foreign  loans 
by  enterprises  in  mainland 
China  surface  almost 
weekly,  but  he  expects  the 
territory's  banks  to  manage 
just  fine. 

“I  wouldn’t  be  surprised  if 
one  or  two  banks  report  a 
loss,  but  the  banks  have  pre- 
pared extremely  well,"  he 
said. 

Why  is  Mr  Yam  so  san- 
guine when  banking  systems 
elsewhere  in  Asia  are  buck- 
ling under  a spiralling  load 
of  bad  loans?  The  answer 
lies  in  the  comfortable  capi- 
tal adequacy  ratios  of  Hong 
Kong's  banks,  which  are 
more  than  twice  the  S per 
cent  required  by  the  Bank  of 
International  Settlements. 

Thomson  BankWatch,  a 
bank  rating  agency,  esti- 
mates that  Hong  Kong's 
banks  could  write  off  4 per 


fln  the  midst  of  the  financial 
crisis.  Hang  Seng  Bank  is  still 
achieving  a 14  per  cent  return 
on  equity’ 


and  doubtful  debts  almost 
three  times  Cram  HK$4.55bn 
in  1997  to  HK$12.53bn 

(US$1. 6bn)  in  1998.  but  still 
made  net  profits  of 
HK$10.78bn. 

Bank  of  East  Asia,  which 
has  large  exposures  to  main- 
land entities,  got  the  report- 
ing season  rolling  last 
month  by  declaring  that  it 
had  increased  provistons  415 
per  cent  but  it  too  made  a 
profit.  Profits  at  Hang  Seng 
Bank,  the  Hong  Kong  subsid- 
iary of  HSBC,  fell  by  more 


more  bad  loans  coupled  with 
anaemic  loan  demand  at 
borne  will  weigh  on  local 
banks  well  into  1999,  say 
most  analysts.  Ever  since 
the  spectacular  collapse  of 
Guangdong  International 
Trust  & Investment.  Corp 
(Gitic)  in  October,  Itlc  has 
become  another  aft-used 
banking  acronym  that  spells 
trouble  in  Hong  Kong. 

"You  can't  take  one  Gitic 
for  all  I tics,”  says  David  Li, 
Bank  of  East  Asia  chairman. 

However,  the  financial 


that  non-performing  loans  In 
Hong  Kong  will  rise  from  4 
per  cent  of  total  advances  to 
7 per  cent  in  1996. 

Another  drag  on  earnings 
is  that  there  are  too  few 
Hong  Kong  companies  and 
consumers  queueing  up  for 
loans.  After  adjusting  for 
Inflation,  Hong  Kong  has 
among  the  highest  interest 
rates  in  Asia.  Against  a 
backdrop  of  the  5 per  cent 
contraction  in  the  economy 
last  year,  high  interest  rates 
are  proving  a deterrent  to  all 
but  the  bluest  of  blue  chips. 

“Across  the  board,  demand 
for  credit  has  been  severely 
reduced.  In  Hong  Kong  we 
are  placing  money  in  the 
interbank  market,  which  has 
never  been  a fruitful  occupa- 
tion," says  David  Eldon, 
chairman  of  Hongkong 
Bank. 
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When  the  going  gets 
tough,  however,  healthy  big 
banks  get  more  acquisitive. 
Rana  Talwar,  chief  executive 
of  Standard  Chartered,  pre- 
dicts further  consolidation 
arming  smaller  local  banks 
in  Hong  Kong  and  more 
opportunities  for  the  large 
banks  in  Hong  Kong  and 
elsewhere  in  Asia. 

Governments  In  places 
such  as  Korea  are  low- 
ering the  barriers  to 
entry  as  they  begin  rebuild- 
ing their  banking  sectors, 
while  large  local  banks  are 
still  in  intensive  care  - mak- 
ing it  easier  For  banks  such 
as  HSBC  to  move  In  on 
favourable  terms. 

HSBC  recently  bought 
SeoulBank.  one  of  Korea's 
largest  hanks,  and  has  the 
option  to  put  back  existing 
and  additional  non-perform- 


COVAD  GETS 
COMPANIES 

ON  LINE. 

WE  GOT  INVESTORS 
TO  LINE  UP 
FOR  COVAD. 


The  market  was  volatile.  The  industry  was  new. 

The  company  was  small.  Covad,  a promising  Internet 
company,  was  looking  for  a financial  partner  who 
would  commit  to  doing  a large  high-yield  bond 
deal  for  them. 

While  others  saw  question  marks,  we  saw 
opportunity.  In  fact,  we  had  so  much  confidence 
in  Covad's  services,  we  became  a customer.  And  we 
turned  that  confidence  into  performance  by 
ultimately  upsizing  their  high-yield  offering  to 
$135  million. 

We  did  it  by  understanding  Covad's  business  inside 
and  out.  We  did  it  by  overcoming  obstacles  and 
finding  a way  to  deliver  superior  high-yield  execution. 
Covad  then  learned  about  our  distribution  and 
research  strength  in  equities  and  named  us  lead 
manager  for  their  subsequent  IPO.  They  continued  to 
reward  our  performance  with  yet  another  debt  deal. 
That  brought  our  total  capital  raised  for  the  start-up 
to  $511  million  in  less  than  12  months. 

This  is  not  an  isolated  instance.  It's  the  kind  of 
client  service,  innovation  and  performance  we 
deliver  every  day. 


INDONESIA  FIRST  FOREIGN  TAKE0VER__  __ 

GECapital  to 
buy  90%  stake 
in  Bank  Bali 
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ing  loans  for  a year. 

More  ambitions  forays 
abroad  are  an  attractive  way 
for  Hong  Kong's  large  banks 
to  diversify  further  their 
earnings  stream,  as  plump 
margins  in  Hong  Kong 
become  less  of  a sure  bet. 
The  government  is  commit- 
ted to  loosening  further  the 
cartel-like  control  deposit 
rates  that  local  banks  enjoy. 

Mr  Eldon  says  a projected 
20  per  cent  drop  In  net  inter- 
est income  when  such 
deregulation  eventually 
takes  place  would  be  “a 
worst-case  scenario". 

Competition  in  the  local 
mortgage  market,  mean- 
while, is  getting  fiercer  by 
the  day.  None  of  this  ought 
to  worry  Mr  Yam  unduly, 
but  it  does  mean  that  Hong 
Kong’s  banks  will  have  to 
work  a little  harder  for  their 
money. 


75  Years  of  Client  Service,  Innovation  <&  Performance 


By  Sands- Thoenes  m Jakarta 

GE  Capital  Services,  the 
finance  arm  of  General  Elec- 
tric, the  US  conglomerate,  is 
finalising  the  purchase  of 
90  per  cent  of  Bank  Bali,  one 
of  Indonesia’s  largest  banks, 
according  to  bankers.  The 
deal  would  be  the  first  take- 
over of  an  Indonesian  bank 
by  a foreign  group. 

Subarjo  Joyosumarto. 
director  at  the  Indonesian 
central  bank,  which  would 
need  to  approve  the  deal,  has 
named  GE  Capital  Services 
as  the  foreign  investor  for 
Rank  Wali  and  said  details 
would  be  released  next 
month. 

Neither  GE  nor  Bank  Bali 
would  comment,  but  Bali 
directors  have  said  repeat- 
edly that  they  expect  to  sell 
90  per  cent  of  their  shares  to 
a strategic  investor. 

The  deal  could  be  worth 
more  than  Rpl,4Q0bn 
(3157m).  which  would  make 
it  one  of  the  largest  pur- 
chases in  Indonesia  by  an 
overseas  group  since  the 
Asian  crisis  erupted  in  1997. 

GE  has  been  expanding 
aggressively  in  Asia.  Last 
year  it  took  over  JLlbn  in 
loans  from  liquidated  Thai 
finance  companies,  while  in 
January  it  bought  the  equip- 
ment and  auto  leasing 
operations  of  Japan  Leasing 


for  about  YSQObn  (S6.6bn),  in 
the  largest  foreign  purchase 
in  Japan  to  data 

Bank  Bali,  which  is  29.3 
per  cent  owned  by  the  Ranh 
family  which  -founded  it  in 
the  1950s,  is  considered  one 
of  Indonesia’s  strongest 
banks.  However,  it  has  been 
hit  by  the  country’s  banking 
crisis-  It  reported  a capital 
adequacy  ratio  of  minus 
9 per  cent  last  December  and 
appealed  for  a government 
bail-out 

As  part  of  a bail-out  of 
nine  private  banks,  the  gov- 
ernment earlier  this  month 
agreed  to  lend  up  to  SO  per 
cent  of  the  Rpl£00bn  that 
pgnV  Bali  needs  to  reach  a 
required  capital  adequacy  A 
ratio  of  4 per  cent  Bali’s  H 
shareholders  and  the  new 
investor  would  need  to  put 
up  the  remainder,  but  focal 
newspapers  quoted  Bali  . 
executives  as  suggesting 
that  the  new  investor  could 
put  up  the  full  Rpi^oObn. 

Indonesia  had  previously 
banned  foreign  majority  pur- 
chase of  focal  ffnaArial  insti- 
tutions and  limited  the  num- 
ber of  branches  for  overseas 
banks,  but  the  collapse  of 
the  banking  sector  led  to  a 
change  in  banking  laws. 
However,  the  laws  remain 
vague  and  some  foreign 
hanks  have  balked  at  bailing 
out  existing  joint  ventures. 
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BTM  considers 
foreign  link  to 
boost  securities 


By  GBfian  Teh  In  Tokyo 

The  Bank  of  Tokyo 
Mitsubishi,  Japan’s  largest 
bank,  is  considering  an  alli- 
ance with  a foreign  partner 
to  boost  its  overseas  securi- 
ties business,  according  to 
Satoru  Kisbi.  BTM  president 

Mr  Kishi  stressed  BTM  did 
not  have  any  partner  In 
mind  yet  though  it  had  held 
discussions  with  western 
financial  groups. 

However,  he  said  that 
BTM  would  be  flexible  over 
the  format  of  any  possible 
collaboration.  “So  far  we 
have  not  found  a workable 
alliance  which  meets  our 
requirements.  For  example 
we  would  like  to  have  a 
majority  stake  in  our  domes- 
tic operations.  However  in 
overseas  operations  we 
would  consider  other  ideas," 
he  said. 

Mr  Kishi’s  comments  mark 
a subtle  shift  in  BTM’s 
stance.  Although  other  Japa- 
nese banks  forged  alliances 
with  western  partners  in  the 
last  year,  BTM  has  so  far 
made  only  limited  product- 
based  alliances,  because  it 
believed  it  was  strong 
enough  by  itself  to  become  a 
full-fledged  international 
universal  bank. 

However,  BTM  is  seeking 
to  bolster  its  securities 
operations.  Its  strategy  in 
this  area  suffered  a blow  last 
year  when  its  traditional 
ally.  Nikko  Securities,  con- 
cluded an  alliance  with 
Travelers,  the  US  financial 
group  which  later  merged 
with  Citicorp. 

BTM  is  currently  unable  to 
link  with  other  Japanese 
large  brokers,  since  Daiwa 
Securities  is  linking  with 
Sumitomo  Bank,  and 


Nomura  Securities  is  in  dis- 
cussions with  Industrial 
Bank  of  Japan.  Although 
BTM  is  expanding  the 
operations  of  its  securities 
subsidiaries,  these  lag 
behind  western  banks. 

Mr  Kishi  stressed  that 
BTM  had  no  intention  of 
sharply  reducing  overseas 
operations,  in  contrast  to 
most  other  Japanese  banks. 

It  also  has  no  plans  to  apply 
for  public  money  to  boost  Its 
capital  base. 

However,  in  a remark  that 
may  disappoint  potential 
overseas  investors,  Mr  Kishi 
said  he  did  not  expect  that 
BTM  would  take  measures  to 
boast  its  return  on  equity, 
even  though  this  has  tradih 
tionaHy  been  only  half  the 
levels  seen  in  European  or 
US  banks.  0 

“We  have  to  raise  our  - 
return  on  equity  for  share- 
holders, but  the  the  bank 
has  a public  mission  - it  is 
not  true  that  the  higher  the 
ROE,  the  better  the  bank," 
he  said.  “A  drastic  restruct- 
uring would  boost  the  ROE 
but  It  will  have  a deflation- 
ary effect  and  aggravate 
unemployment,  and  so  the 
goal  of  just  boosting  the 
ROE  will  not  occur.” 

BTM  hoped  to  focus  on  foe- 
based  business,  but  any 
reduction  in  its  assets  would 
occur  only  “gradually",  Mr 
Kishi  said.  Japanese  banks, 
were  “moving  in  the  direc- 
tion" of  raising  landing  mar- 
gins to  boost  profits,  but  be 
warned  this  would  not  occur 
rapidly. 

The  bank  said  it  would 
provide  YlOObn  ($832. 7m) 
worth  of  financial  support  to 
three  of  its  finance  affiliates 
in  the  second  half  of  the  fis- 
cal 1998  year. 
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New  World  to  list 
China  property  arm 
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New  World  Development, 
the  Hong  Kong  property  and 
Infrastructure  developer, 
yesterday  said  it  would  seek 
a separate  listing  for  its 
China  property  division  in 
1999  after  disappointing 
interim  results,  Reuters 
reports  from  Hong-  Kong, 

“We  are  pushing  for  a list- 
ing this  year.”  said  Henry 
Cbeng,  managing  director, 
though  he  declined  to  give 
details  on  the  assets  to  be 
spun  off. 

New  World  Development 
earlier  announced  an  attrib- 
utable profit  of  HK$633.4m 
(US$81. 7m)  for  the  six 
months  ended  December 
1998,  a 71-2  per  cent  decline 
tram  the  year-earlier  period. 
The  company  has  large  resi- 
; dential  and  commercial 
property  development  pro- 
jects In  11  dtles  in  China 
and  hotels  and  department 
store  projects  in  several  oth- 
ers. 

New  World  posted  sharp 


earnings  declines  in  four  of 
its  six  main  operating  divi- 
sions. Operating  profit  from 
property  sales  fell  to 
HK$503.lm,  down  70.6  per 
cent  from  a year  earlier  and 
rental  income  from  invest- 
ment properties  fell  lus  per 
cent  to  HK$578.fim.  The  hotel 
division  was  hit  hard  by  the 
downturn  in  tourism  In 
Hong  Kong,  with  operating 
profit  felling  to  HK$9.6m 
from  HE$85.fim  in  the  six 
months  to  December  1997. 

However,  the  worst  results 
came  from  the  tele- 
communications division, 
which  posted  a loss  of 
HK$S74.7m  in  the  six-month 
period. 

The  division  reported  a 
loss  of  HK$si7.5m  a year 
ago.  The  loss  was  duo  to 
tougher  competition  in  the 
mobile  telephone  market 
and  sharp  price  cuts,  said 
Peter  Tsang,  managing 
director  of  New  World. Tele- 
phone Holdings. 
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Liffe  sets  up  cash  markets  joint  venture 


By  toward  Luce,  Capital 
Martels  Editor 


The  Liffe  derivatives 
exchange  and  London's  larg- 
est Gnancia]  clearing  house 
yesterday  unveiled  a joint 
venture  to  provide  trading 
and  clearing  services  to  the 
mainstream  cash  markets. 

Senior  officials  said  the 
move  - through  an  agree- 
ment between  the  London 
International  Financial 
Futures  and  Options 
Exchange  and  the  London 
Clearing  House  - would 
enable  them  to  profit  from 
the  increasingly  rapid 
changes  taking  place  in  the 


financial  markets.  These 
were  being  driven  by  new 
lechnolucy.  said  Brian  Wil- 
liamson. chairman  of  Litre. 

"The  market  is  asking  for 
two  things."  said  Mr  Wil- 
liamson. ‘it  wants  consistent 
trading  technology  across 
different  markets  and  across 
national  boundaries  and  it 
wants  to  be  able  to  clear  its 
multiple  trading  positions  on 
one  book  with  the  least  pos- 
sible risk." 

The  joint  venture,  which 
will  include  Sir  Brian  Pit- 
man. chairman  of  Lloyds 
TSB.  and  Alastair  Clark, 
executive  director  of  the 
Bank  of  England,  on  its 


founding  board  of  directors, 
aims  to  combine  Liffe's  elec- 
tronic trading  technology 
with  LCH's  experience  in 
clearing. 

Officials  said  the  company, 
which  will  be  named  next 
month,  is  expected  to  launch 
operations  in  markets  which 
currently  lack  consistent 
trading  or  clearing  services. 
The  implication  was  that 
this  could  extend  to  interna- 
tional bond  markets  or  even 
to  Europe's  emerging  conti- 
nental stock  market. 

Lifie  says  that  its  new 
trading  system,  Liffe  Con- 
nect. which  will  include  all 
of  the  exchange's  leading 


contracts  by  July,  is 
designed  to  bo  flexible  and  to 
enable  trading  in  unrelated 
“cash  markets".  Theoreti- 
cally. market  users  could  use 
Connect  to  trade  both  bonds 
and  the  derivatives  contracts 
based  on  them  from  a single 
screen. 

The  LCH,  which  also 
clears  trades  on  the  Interna- 
tional Petroleum  Exchange. 
Tradepoint  and  the  London 
Metals  Exchange,  last  week 
received  regulator}'  approval 
in  the  US  to  launch  a clear- 
ing system  for  the  global 
interest  rate  swaps  market, 
known  as  SwapClear.  The 
clearing  house  is  also  plan- 


ning to  launch  a system  to 
clear  repos  (securities  repur- 
chase agreements;  in  compe- 
tition with  the  French  clear- 
ing house  and  Euroclear,  a 
clearing  and  settlement 
house  based  in  Brussels. 

Officials  at  Lifie  hope  the 
joint  venture  could  proride 
the  exchange  with  a compet- 
itive edge  over  Eurex,  the 
Frankfurt-bnsed  exchange 
which  last  year  overtook 
Liffe  as  the  largest  deriva- 
tives market  in  Europe. 
Unlike  London,  where  the 
exchanges  are  scattered 
among  different  owners. 
Frankfurt's  stock  and  deriva- 
tives exchanges  and  its 


clearing  house  are  owned  by 
a group  of  leading  German 
banks.  The  same  applies  to 
the  Societe  des  Bourses 
Francaises.  the  French  stock 
exchange.  Matif,  its  deriva- 
tives exchange,  and  the 
French  clearing  house. 

Some  continental  officials 
have  pointed  to  London's 
fragmentation  as  a weak- 
ness. But  Mr  Williamson 
said  there  was  little  point  in 
Liffe  merging  with  the  LCH 
or  any  other  body.  “Why 
compromise  each  other's 
independence  of  action  when 
you  can  achieve  what  you 
can  together  through  a joint 
venture?"  he  said. 


Cycles  cause  commotion  in  consumer  and  services  sector 


Rejigging  the  indices  may  label  some  companies  in  a way  that 
implies  volatility  and  deters  investors.  Maggie  Uny  reports 


Ail  change 
for  the  FTSE 


FTSE  classification  commit- 
tee. the  aim  is  to  group 
together  those  companies 


For  one  consumer  sector 
analyst  at  least.  April  1 
is  an  appropriate  date  on 
which  to  make  changes  to 
the  FTSE  sector  indices. 
“The  whole  thing  is  a joke." 
he  says,  although  the  bitter- 
ness in  his  voice  suggests  he 
does  not  think  it  a funny 
one. 

Others  praise  the  FTSE 
classification  committee's 
attempt  to  rejig  the  sectors 
into  which  the  UK  stock 
market's  constituent  compa- 
nies are  corralled.  It  has 
been  welcomed  by  fund  man- 
agers. eager  to  compare 
stocks  across  frontiers. 

The  reshuffle  into  similar 
categories  to  those  applied  to 
other  markets  is  intended  to 
grant  them  their  wish. 

But  one  cause  for  concern 
is  the  division  of  the  con- 
sumer and  services  groups 
into  cyclical  and  uon-cyclical 
subsections.  One  senior 
investment  manager  says: 
“It  is  a bizarre  split  I do  not 
think  it  particularly  helpful 
for  the  FTSE  committee  to 
determine  whether  some- 
thing is  cyclical" 

“Cyclical"  can  be  a pejora- 
tive term  in  the  investment 
dictionary.  Applying  it  to  a 
company  implies  it  has  vola- 
tile earnings  and  deserves  a 
low  rating.  The  label  is 
likely  to  annoy  some  compa- 
nies thus  classified. 

According  to  Graham 
Colboume.  secretary  to  the 


that  are  significantly 
affected  by  economic  cycles 
and  separate  them  from 
those  that  are  uot. 

“There  is  no  true  non-cy- 
clical  sector:  every  sector  is 
related  to  the  economy  as  a 
whole."  concedes  Mr  Col- 
boume. But  he  says  the  new 
labels  will  identify  those 
businesses  that  are  more 
susceptible  to  the  economic 
cycle. 

One  criticism  is  that  the 
epithet  cyclical  has  been 
applied  only  to  consumer 
and  services  businesses. 
Many  other  industries  are 
cyclical:  basic  industries 
such  as  chemicals,  paper, 
construction  and  steel  are 
notoriously  volatile,  while 
insurance  and  property  com- 
panies are  slaves  to  their 
cycles. 

But  these.  Mr  Colbourne 
suggests,  have  their  own 
cycles,  which  may  or  may 
not  move  with  the  economy. 
“Every  company  has  a 
cycle,"  he  says.  The  commit- 
tee has  “identified  sectors 
most  aligned  to  the  economic 
cycle". 

More  detailed  criticisms 
involve  the  division  of 
sectors . between  the 
cyclical  and  non-cyclical 
groups.  While  some  sectors 
appear  to  have  been  pigeon- 
holed  correctly,  investors 
and  analysts  have  doubts 
about  others. 

Investors  in  restaurants, 
pubs  and  breweries  will  not 
be  surprised  to  find  that 


sector  in  the  cyclical  group. 
One  analyst  says:  “You 
would  bave  had  to  spend  the 
past  three  years  in  a small 
round  hut  in  outer  Mongolia 
not  to  have  noticed  it  is 
cyclical.  That  is  why  it  is  on 
a p/e  or  8." 

Packaging,  on  the  other 
hand,  has  been  put  in  the 
non-cyclical  consumer  goods 
group.  Some  feel  it  should 
not  have  been. 

“Packaging  is  100  per  cent 
cyclical.”  says  a packaging 
analyst.  “It  is  completely 
tied  to  the  cycle.“  Packaging 
such  as  corrugated  boxes 
used  to  protect  goods  in 
transit  is  affected  by  the 
level  of  business  being  done, 
while  packaging  for  display 
in  shops  is  arguably  a cycli- 
cal business,  since  general 
retailers  have  been  put 
on  that  side  of  the 
divide. 

Mr  Colboume  disagrees. 
Much  packaging  is  used  in 
the  food,  drinks  and  pharma- 
ceuticals industries,  all  of 
which  the  committee  have 
identified  as  non-cyclical  sec- 
tors, be  says. 

The  food  sector’s  classifi- 
cation is  contentious.  Mr 
Colbourne  argues  that 
people  most  eat,  whatever 
the  state  of  the  economy. 
But  David  Lang,  analyst  at 
Henderson  Crosthwaite. 
says:  “Most  UK  food  compa- 
nies are  cyclical" 

Particularly  prone  to 
cycles  are  those  nearest  the 
agricultural  end  of  the  food 
chain,  where  pig  or  poultry 
prices  are  notoriously  vola- 
tile. 

Putting  support  services  in 


the  cyclical  camp,  says  one 
analyst,  “is  absolute  tosh". 
Although  most  companies  he 
covers  are  providing  services 
to  other  companies  and 
might  be  thought  cyclical, 
there  is  a trend  towards  out- 
sourcing that  has  enabled 
companies  to  grow  through 
the  economic  cycle. 

There  is  also  a debate 
among  general  retailers,  who 
have  been  classed  as  cycli- 
cal, and  food  and  drug  retail- 
ers, who  are  regarded  as 
non-cyclicaL 

Michael  Hingston,  corpo- 


rate communications  direc- 
tor at  Kingfisher,  the  retail 
group  that  owns  the  Wool- 
worths,  Superdrug,  Comet 
and  B&Q  chains,  argues  that 
profits  from  Wool  worths  and 
Superdrug  are  “quite  sta- 
ble". 

“Do-ft-y  ourself  has  had  its 
ups  and  downs."  he  says,  but 
adds:  “There  is  no  real  evi- 
dence that  it  is  cyclical." 
Only  Comet,  the  electrical 
goods  chain,  is  tied  to  the 
economy.  Even  so,  he  says: 
“It's  not  something  we  are 
getting  in  a froth  about  We 


accept  their  verdict  and  we 
will  see  how  it  goes." 

Mr  Hingston  believes  most 
investors  know  the  business 
well  enough  not  to  be 
influenced  by  classific- 
ation. 

An  analyst  says:  “Yon  can 
have  a good  business  in  a 
bad  sector  and  vice  versa." 
Investors  are  sufficiently 
sophisticated  to  look  beyond 
classifications  when  valuing 
companies. 

He  says:  “The  market  is 
pretty  good  at  deciding 
where  things  should  go." 


COMMENT 

ICI 


Imperial  Chemical  Industries' 
finance  director  will  be  gasp- 
ing for  the  £2bn  (*3.26bn)  ICI 
could  get  from  selling 
unwanted  assets.  Of  course, 
the  net  proceeds  in  ICI's  hun- 
gry bands  may  look  different 
if  there  are  one-off  charges 
for  environmental  costs.  But 
the  impact  on  ICI's  over- 
stretched balance  sbeet 
should  be  straightforward 
and  certainly  welcome. 

Quite  what  it  would  mean  for 
ICrs  profits  fs  harder  to  pin 
down.  If  ICI  manages  to 
offload  all  its  industrial 
chemical  assets,  it  would  be 


ICI 

Share  price  relative  to  the 
FTSE  AU -Stare  Into* 


ridding  itself  of  1999  losses  of 

anywhere  between  £60m  and  ElOOm.  But  this  assumes  - 
optimistically  - that  Huntsman  and  other  buyers  are  pre- 
pared to  take  on  all  of  ICI’s  trouble  spots. 

To  sweeten  the  pill,  ICI  may  throw  part  or  aO  of  its 
materials  business  - basically  acrylics  and  polyurethanes  - 
into  the  auction  pot.  This  division  makes  decent  profits 
despite  its  cyclicality,  but  is  looking  increasingly  out  of 
place  in  the  “new  improved''  ICI.  focused  on  speciality 
chemicals.  Shedding  all  of  materials  could  mean  foregoing 
estimated  profits  of  £90m-£110m.  Until  it  is  clear  what  mix  of 
businesses  ICI  is  selling,  it  is  impossible  to  determine  how 
earnings  will  be  improved  from  the  reduction  in  the  interest 
charge.  Estimates  range  from  a 20  per  cent  enhancement  to 
40  per  cent  Investors  should  not  get  carried  away.  At  56ip, 
the  share  price  already  assumes  a fair  bit  of  good  news,  and 
little  risk  of  another  ICI-style  disappointment. 


Liverpool  Football  Club 

More  than  any  other  Premiership  club,  family-controlled 
Liverpool  has  felt  the  pain  of  Manchester  United’s  success. 
With  financial  advisers  now  appointed  to  mull  over  its 
options,  the  Moores  family  may  choose  to  share  that  pain 
with  the  public.  Sporadic  trading  in  Liverpool's  unlisted 
minority  shares  value  the  club  at  around  £150m.  But  the 
extra  liquidity  of  a large  free  float  would  lift  the  trophy 
club's  value.  Applying  Man  Utd's  pre-bid  sales  multiple  to 
Liverpool’s  1997/8  turnover  of  £39m  could  see  a trading  value 
for  Liverpool  of  nearer  £200m.  Selling  a strategic  stake  to  a 
media  partner,  assuming  British  Sky  Broadcasting’s  bid  for 
Man  Utd  gets  competition  clearance,  could  see  it  more 
highly  valued  stUL  But  without  Man  Utd's  marketing  skill 
and  success  on  the  pitch,  especially  in  Europe,  it  would 
hardly  warrant  a premium  to  the  red  devils. 


EU  set  to  approve 
BT-AT&T  venture 


By  Emma  Tucker  and  Man  Cane 


The  European  Commission 
is  today  expected  to  clear  the 
proposed  joint  venture 
between  British  Telecommu- 
nications and  AT&T  of  the 
US  after  the  two  made  a 
number  of  concessions. 

The  main  objections  to  the 
deal,  which  will  create  a 
global  carrier  with  forecast 
initial  revenues  of  $iobn,  are 
understood  to  have  been 
lifted  after  AT&T  guaranteed 
that  Telewest,  the  UK-based 
cable  and  telecoms  operator 


in  which  it  has  an  interest, 
would  operate  independently 
of  BT.  Telecommunications 
Inc,  the  US  cable  group 
which  AT&T  is  in  the  pro- 
cess of  acquiring,  bolds  2L6 
per  cent  of  Telewest 
Prompted  by  concerns 
about  the  scope  for  "co-ordi- 
nation" between  BT.  AT&T’s 
UK  subsidiary,  and  Telewest, 
the  Commission  had  opened 
a full  antitrust  inquiry  . It  is 
also  understood  that  Com- 
mission plans  to  force  local 
loop  unbundling  have  been 
dropped. 
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ICI  confirms  Huntsman  talks 


By  Virginia  Marsh  in  London 
and  William  Lewis  in  New  York 

Imperial  Chemical  Industries 
may  be  considering  selling 
its  acrylics  operations,  previ- 
ously identified  as  a core 
area,  as  one  of  several  deals 
it  is  negotiating. 

Shares  in  ICI  rose  more 
than  6 per  cent  to  561p  yes- 
terday after  the  UK  chemi- 
cals group  confirmed  it  had 
been  in  talks  with  Hunts- 
man. the  large  US  private 
chemicals  concern. 

ICI  said  it  had  been  in  dis- 
cussions with  several  compa- 
nies, including  the  Utah- 
based  group,  and  that  the 
talks  were  continuing.  It 
said  it  would  make  uo  fur- 


RESULTS 


ttaer  comment  until  they 
were  concluded. 

However.  Id,  which  is 
moving  out  of  bulk  chemi- 
cals to  focus  on  speciality 
products,  is  believed  to  be 
close  to  announcing  a deal 
with  Huntsman  on  some  of 
the  industrial  chemicals 
businesses  it  has  been  trying 
to  sell  for  nearly  two  years. 

The  lossmaking  division 
includes  tioxide.  huge  petro- 
chemical and  chlorine  com- 
plexes on  Teesside  and  in 
Runcorn  in  north-west 
England,  as  well  as  busi- 
nesses in  several  emerging 
countries  including  India 
and  Pakistan. 

The  planned  sales  may  be 
wortb  as  much  as  $3ba. 


including  debt,  and  a deal 
with  Huntsman  could  be 
announced  as  early  as 
Wednesday. 

The  US  group  is  believed 
to  have  approached  ICI  last 
year  but  to  have  been 
rebuffed,  partly  because  it 
was  unclear  whether  BP, 
ICTs  partner  in  an  ethylene 
cracker  on  Teesside,  wanted 
to  buy  out  the  chemical 
group's  stake. 

Analysts  were,  however, 
surprised  it  might  he  inter- 
ested in  diversifying  into 
tioxide  - used  to  whiten 
paints  - not  least  because 
they  say  market  leaders 
such  as  DuPont  still  appear 
to  be  interested  in  acquiring 
parts  of  the  Id  operations. 


ICI's  original  deals  with 
DuPont  and  NL  Industries, 
also  of  the  US,  were  blocked 
by  US  regulators  last  year. 

Huntsman,  which  has 
sales  of  more  than  $4bn,  bas 
made  a name  by  buying 
commodity  chemical  assets 
at  the  bottom  of  the  cycle. 
The  Huntsman  family  is  also 
known  for  its  donations  to 
charity. 

Acrylics  is  the  smaller 
part  of  ICTs  materials  divi- 
sion, which  also  includes 
polyurethanes.  The  group 
has  previously  identified  the 
division  as  core  although  it 
has  suggested  it  is  less 
important  than  speciality 
products  and  coatings,  its 
two  other  main  businesses. 
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THE  ROYAL  BANK  OF CANADA 

U.S.  $350,000,000 Floating  Rate 
Debentures  duo  2006 
In  accordance  with  tho  Terms  and 
Conditions  of  the  Detoanrures,  the 
interest  rets  tor  the  P«M  3M 
March.  1999  >°  30th  April. 

1999  has  been  feed  at  S'AA  per 
annum.  On  30th  April.  1999  huerwt 
of  U5.  S4 .21875  per  U.S.  S1.0M 

norrindl  amouwrrftoe  E3eb«mjrKi^ 

beduBtorpaymem.-nw  retard  unwwt 
far  the  period  commencing  30th 
April,  1999  vrid  be  determined  on 
28th  April,  1999. 

Agent Bank and 

Mndpal  P»Y>nfl  Agent 

ROYAL  BANK 
OF  CANADA 


USS1NA0DA00 

OonspagnieBancture 
Senior  Cdlsred  Fkotn*  Rate 
Nttca  due  2002 

For  ill*  period  frmo  M*rrii  30.  ISB9  to 
g_™*£aO.  im  the  Nous  win  ewryw 
Meotnte  of-LSW**  perasmoo wait 

annus  of  11SSS533  per  USHJJW 
SET*  usBBSJB  prrUglMW  N«c«d 

rfL1SJ5W5^P«-USSl«we#ffe* 

The  nJevnrt  tnterwti  lK 


and  oa  bdodf  of 

Bl  Paribas 

PAEIUAS  tltEBOW 


Dairy  Project  in  China 


Interaadoeal  AcrfeHttural 
lavertaaeat  Group 
Offering  50%  partnarehte 
(total  project  USD  4^*4). 
EstabSstod  oporetion  In  China 
with  infrastructure.  Previous 
success  with  CMnese  protects. 

PiuberdBaeMotetopm 
Phone  4+1-801-820-0300 
Fax:  ++1401-8204028 


Appointments 

Advertising 


appears  In  the  UK 
edition  every 
Wednesday  & Thursday 
and  tn  the  International 
edition  every  Friday. 
For  Information  on 
advertising  in  this 
section  please  caff 
Keetey  Pope  on 
01718734006 


Financial  Times 


Sharp  increase  announced 
in  1998  results 


Sharp  increase  in  net 
result : 

+ 69  % 

€ 65.40  m FF  429  m 


amiMtCTiOM  a sbhwce  gboup  arm  ap&hopai.  areas  or  acimuft  cmcsswus,  bomb.  boo«H6  am  cml  m ihkhb,  mdustbial  sebwces 


Rise  in  turnover : 

+ 7.2  % 

€7.33  bn  FF  48.4  bn 


A meeting  of  the  Board  of  Directors  of  GROUPE  GTM  5A  (Suez  Lyonnaise  des  Earn  Group),  chaired  by 
Jean-Louis  Brauft,  was  held  to  dose  the  company's  accounts  for  the  financial  year  ended  31  December 
1998  which  will  be  submitted  to  the  Annual  General  Meeting  for  approval  on  2nd  June  1999. 


Activity.  The  Groupe  GTWs  economic  turnover  rose 
to  € 738  bn  (FF  48.4  bn),  an  increase  of  73%  over 
1997  and  up  43%  with  the  same  consolidation 
structure.  The  contribution  of  building  and  civil 
engineering  works  to  the  total  activity  fell  from  41%  to 
35%,  whereas  foreign  business  rose  from  42%  to  44%. 
The  order  book  amounted  to  € 5 bn  (FF  32.5  bn)  as 
of  1st  January  1999,  up  6%  from  1st  January  1998. 

The  highest  increases  were  achieved  in  offshore 
construction  (+763%)  and  roads  (+20.4%). 

Particular  features  of  year  199& 

■ Expansion  of  concession  activities,  in  particular  with 
a joint  concession  for  9 airports  in  Mexico  and  new 
car-parking  concessions  in  Saint-Etienne  and  in  England. 

■ Continued  growth  in  road  construction  for 

JEAN  LEFEBVRE,  both  In  France  and  abroad  - turnover 
up  12%  - and  consolidation  of  its  presence  in  the  USA 
with  the  acquisition  of  BLYTHE,  a company  with  a 
. turnover  of  around  $ 100  m. 

■ ETPM  consolidated  its  deep-sea  construction 
activities  with  the  acquisition  of  MSCL  upon 
termination  of  the  partnership  with  McDermott  and 
through  major  subsea  contracts  for  the  GIrassol  field 
in  Angofa. 

Results.  The  Group  has  announced  a pre-tax  profit 
before  exceptional  Hems  for  the  year  of  € 108  m 
(FF  709  m),  up  41%  from  € 77  m (FF  502  m)  in  1997, 
an  increase  mainly  due  to  road  and  offshore  activities, 
as  well  as  the  building  and  civil  engineering  works  and 
real  estate  sectors. 

The  year's  net  consolidated  result  was 
€ 65.4  m (FF  429  m),  a significant  increase  of 
69%  over  1997. 

Cash  flow  reached  € 033  bn  (FF  2.16  bn), 
compared  with  € 031  bn  (FF2JJ4  bq)  in  1997. 

Financial  elements,  consolidated 
shareholders’  equity  was  € 0.73  bn  (FF  43  bn). 

Identical  to  the  figure  for  the  previous  year. 


but  including  a provision  of  around  FF  300  m for 
pension  commitments,  in  accordance  with  IA5C 
regulations.  The  contingency  and  loss  provision  was 
increased  to  € 0,86  bn  (FF  5.6  bn),  compared  with 
FF  4.5  bn  at  year-end  1997. 

Accounting  principles.  The  Group  has  decided  to 
change  its  accounting  principles  for  the  posting  of 
pension  and  leasing  commitments,  in  accordance  with 
IASC  standards.  An  amount  of  € 44.97  m (FF  295  m) 
was  appropriated  from  the  opening  shareholders 
equity,  and  the  impact  on  the  1998  result  was 
€ -2-9  m (FF  -19  m).  Restatement  of  leasing  increased 
financial  liabilities  by  € 49.7  m (FF  326  m)  and  assets 
by  € 58.24  m (FF  382  m). 

■ ■ ■ 

The  Group  started  1999  with  a satisfactory  order  book 
and  is  expected  to  achieve  a further  increase  in  profits. 
The  Board  of  Directors  will  propose  that  the  Annual 
General  Meeting  held  on  2nd  June  1999.  distribute  a 
dividend  of  1.50  Euro  (9.83  French  francs)  per  share, 
an  increase  of  16%  over  the  previous  year, 
it  will  submit  to  the  Annual  General  Meeting 
the  renewal  of  the  terms  of  office  of  Messrs 
Jean-Louis  Brauft,  Francis  Gutmann,  Jerome  Monod 
and  MOBIL  OIL  FRANCA!  5 E as  Members  of  the  Board 
which  expire  at  this  Assembly.  It  will  also  propose  the 
appointment  of  Mr.  Pierre  Delaporte  as  Board  Auditor. 


Pre-tax  ea ni i 

fV.it  fv.-s<i.'l  (Croup  sfiar*! 

C=!Sll  fio’.V 


SHAREHOLDER  SERVICE  DEPARTMENT : 
iaaidal  Department:  33  1 46  95  71 86.  Internet:  hhtp//www.gr oupegtm.com 
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BUSINESS  OPPORTUNITIES 


BUSINESSES  FOR  SALE 


READBWAHEBBCa«®|Offl 


TO  seat  «*Bom«re pho^wwal 


^StfBiTgwGwrocoiatfTMewTg 


UNIQUE  EUROPEAN  PATENTED 
AND  ENDORSED  MEDICAL  cot 

that  induces  sleep, 
comforts  premature 
infants,  settles  colicky 

BABIES  AND  IS  USED 

IN  HOSPITALS 

REQUIRES  FINANCIAL/THAOE 
partner,  iw-1/2  mmoN 
SECURES  substantial  stake 
PRINCIPALS  ONLY  PLEASE 
CONTACT  MANAGING  DIRECTOR 
01473  824334  Ofl  FAX  824802 
FOR  INFORMATION 


CORPORATE 

CONSULTANT 

Reined  chairman  cl  lined  PW  and 
former  CEO  of  financial  imwoiwm  m 
SiHfipcHand.  Bran!  and  USA,  35  ion 
tanking  haApmmil 
Bibn^nol  En^li'luCciman.  r.  moibbtc 
lo  asiui  coinpJjii'ei.  Ad*etu>er  hai 
■■mun  to  wmeral  hoed  >WK 'nr  rcitne 
ohc-cmtr. 

b .rnitni  lofotionoffr  — rrn  ffr 

Fax  No:  0171  586  8187 


EQUITY  OF 
ORDINARY  SHARES 

(to  which  a shareholders 


REQUIRED  FOR 
EE  COMPANY 
Health,  Leisure 

& Racquet 

For  further  details 
plea:*  telephone 

Darrid  Chambere 
01522  500300 


temp  recruitment 

CONTRACTS 
FOR  SALE 

8 contracts  for  20 
electronic  engineers 
with  major  PLCs. 

Phone  01737  373121. 

Prestigious  catering 
company  with  blue  chip 
clients,  based  in  the  South 
of  England,  seeks  equity 
investment  of  £0.25m  to 
fund  further  expansion. 
Contact  Keith  White, 
Critchleys,  1-5  Broad 
Street,  Oxford  OX1  3AW. 
ainkecrrtchleys.co.uk 


BUSINESS  SERVICES 


I I Exanqila  of  Incorporation  Foot  1 

IRELAND 

£225 

ISLE  OF  MAN 

£250 

DOMIMCA 

. USS350 

TCI 

...  USS4S0 

Shea  1977  M hw»  •poctotowi  In  idwtafcg  on  the 
um  of  oftefwrv  companies.  trusts  ■»»  othar 

•tructums  to  aehira  both  pvaoral  Kid  earoraM 


IVah«XM|XHaMtnAU.offahora|wl»flctton»«id 
gflKtiJ^lneafpoiWcinoserlcBO-prefcsstoiKly 
and  at  reasonable  coat 

INTERNATIONAL  COMPANY 
SERVICES  LIMITED 
77ur  Offshore  Professionals 
www.lCSLcom 


IRELAND 

Tel: + 353  1 661  8490 
Fax:  +353  1 661  8493 
E-mail:  lrt@ICSL.com 

ISLE  OF  MAN 
let:  +44  1624  801801 
Fax:  +44 1624  801800 
E-mail:  iom@ICSL.com 


MAYFAIR  ESTATES  OFFICE 

OFFICE  SUITES  AND  FLOORS  AT 
BERKELEY  SQUARE.  BELGKAVE  SQUARE, 

OXFORD  CIRCUS  8t  GRAFTON  STREET 
Far  1-100  people  - Laxttrioasly  Refurbished 
34  Hours  Access  • Flexible  Terms 

Available  immediately 

CA1I.  LANDLORDS  DIRECT  0171  491  4462 
V Swiss  Castle  Business  Domiciliation  ^ 

PonooaHaad  Telephone  Service  - Secretarial  Service  - Seminar, 

Tbz  Mrrtces . Accooattnf  - Lawyer  8c  it  teen  - Rotary  services 
nmUdooi  address  to  the  heart  of  Europe. 

BustaMM  Freedom.  Total  Discretion 
Chilean  Du  Ctiitdod  Interns  rlansl  Boatmoa  Carter 
CWtaaa  DO  CUtdanL  La  Bnonnle  SA.  CH  - 1815  Uantrair 
TeL  t+41  21  BBS  88  66  Far.  4441  21  989  88  77 
R-muriL  bannmleObtaewin-ch  wmtjwfaaeaatleaxb/Tand/cbatdaid 
L Panonmk  view  of  the  Aloe  asd  Lake  Geneva.  A 


kv.ur2r.nv 

New  Lower  Rates! 

Call  the  U.S.  from: 

France 200 

Germany 2K 

Italy 25$ 

Japan 2K 

U.K 15$ 


0800  097  5140 


BUSINESSES 

WANTED 

Wanted 

Company  ntamibctunog  wound  coil  I 
products  and  wlemids.  wished  lo 
acquire  Company  or  product 
lilies  in  similar  field. 

Reply  lo: 

I Bo*  B635I.  Financial  Times.  One 
Southwark  Bridge.  London  SEI  9HL 


Financial  Information 
: Provider  with  banking  and 
slockbroklng  efiente 
wishes  to  acquire 
information  and 
technology  businesses 
serving  aimNarcHentele 

Box  B6357,  Financial 
. Times,  One  Southwark 
. Bridge,  London,  SEI  9HL 


LEGAL 

NOTICE 


M TOE  BUZ  COOT  OF  JUSTICE 
CHANOTTDrVtSlOW 

cowwies  oodst 
NQHUU«m 
W THE  IUTIER  OF 

KUKKNER  METAL  SBWKE5 
LIMITED 

AND  H*  THE  MATTER  OF  THE 

cowames  actum 

»na  b wr®  avm  w it»  tw  <i  the  kw, 

at  ’Owner.,  djwd  IT  lud, 

CDBfeAW  Sir  iwfaKtW  oi  (hr  due  grenivq 
«ta^a«^  lm  I91S0 J«  h £9fes»  J 
rteit<wc-untd  Company  nx  imsurtd  be  the 
uCoeu^oea  a 
0«d  fra  M Mott  tyw 
OUBtunoNoisop 
I U LONDON  W0U.  LCNDOM ICT  &U 
TctinnmuD? 
btCffciWfcxi 

Mdmliri^Ata+mBBdCnBpM, 


Agents  call 
1306.479.2816 


Tel:  1.206.376.1958 
Fax:  1.206.376.1959 

wvAv.kallbcck.com 
emcil:  infof.kallback.cam 


SURREY 

18-HOLE  GOLF  COURSE 

WITH  16™  CENTURY  FARMHOUSE 

• Quality  course  - 6655  yards  SSS  73 

• 3 bedroom  farmhouse 

• Clubhouse  of  character 

• Attractive  setting 

• Water  features  and  mature  trees 

• 58  hectares  (145  acres) 

FREEHOLD  FOR  SALE 

email:  william.hi(lary@struttancfparker.co.uk 


SPECIALISED  SECURITY 
ENGINEERING  CONTRACTOR 

4 Turnover  in  1998  SAA  mSttou  4 Major  Inlrastructun:  projects 

♦ Pretax  profit  In  1998 1945K  ♦ Term  contracts  in  place 

♦ 60  employees  4 Blue  chip  customer  base 

4 Niche  markets  and  products  4 Located  aa  south  of  England 

SALE  D(JE  TO  RETIREMENT 
Principles  only  to  apply,  with  a copy  of  tbeir  most  recently  Red 
Statutory  Accounts,  to: 

1 Box  B6J56.  Financial  Times.  Ooc  South  wart  Bridge.  London  SEI  9HL 

FOR  SALE  DUE  TO  RETIREMENT 

THRIVING  VEHICLE  BREAKDOWN  AND  RECOVERY, 
MOT  SERVICING  AND  DIRECT  SUPPLY  PETROL  STATION, 
ESTABLISHED  28  YEARS. 

TURNOVER  APPROX  £L6  M,  GOOD  PROFITS. 

WELL  MAINTAINED  FREEHOLD  PREMISES, 
WITHIN  2 MILES  OF  Ml. 

AGENCIES  FOR  GREEN  FLAG,  AA,  BRITANNIA  ETC 
ENQUIRIES  TO  BOX  B6358,  FINANCIAL  TIMES. 

ONE  SOUTHWARK  BRIDGE,  LONDON.  SEI  9HL 


Blakes  Ford 

(In  Receivership) 
Speke,  Prescot,  Liverpool 

J.  Blake  Group  Limited  and  J.  Blake  & Co  limrted 
(In  Recetver5htpl  are  a multi-site  Ford  main  dealership 
m the  Liverpool  area  incorporating  bodyshop  repair, 
parts  and  service  work. 

■ Long  established  operation 

■ Turnover  c£60m 

■ Skilled  workforce 

■ Substantia!  freehold  properties. 

For  further  details  please  contact  the  Joint  Administrative 
Receivers:  Malcolm  Shierson,  Nigel  Ruddock  and 
Les  Ross.  Grant  Thornton.  1st  Root.  Royal  Liver 
Bidding.  Liverpool  L3  1 PS. 

/o  jO  Tel:  0151  224  7200.  Fax:  0151  227  1153. 


Wab  SBe:  hnpy/wvrm.  grans i haraor  co  t* 


U\  Grant  Thornton® 

1 J \ Tn*  O Nw  d Or.rr  Thc*nMi>  KuwnjlcTtai 

JU  \ Mm n-.ee  tv  Hw  bn.nxa  a entree  Ax:«rjn a 

Sa  — 


FOR  SALE 

Highly  successful  and  profitable  Supermarket  situated  in  North 
Yorkshire.  Turnover  in  excess  of  £1 2m.  Net  Profits  £100.000  plus. 
Freehold  Properly  includes  living  accommodation.  Owners  retiring. 
Offers  in  excess  of  £650,000  required.  For  further  details, 
Principals  only  apply  to: 

Box  B6350,  Financial  Timas.  One  Southward  Bridge,  London,  SCI  9HL 


■ CHRISTIE  &•  C2M 

{ Surveyors.  Valuers  & Acekts 

1 Shropshire  1 

1 West  Sussex  |f 

CTN&Swikwiss 

* Net  T/O  year  end  Much  1 998 
£664.137.  Oa-Une  Nsknal  Loony 
takings  cina  £4300  per  week. 

* Weekly  news  at  ooa  area  £4,750. 

* Sala  ana  appotsumately  208AH1 
(12485  sqftj. 

£525490  nosouV 
£230^00  LEASEHOLD 

Burnt aphaa  Office  t^SFUBStflCI 

01214561222 

Dual  Regstect  Home  fvr  37 

• WeQ  eanbfisbed  borne. 

• 33  single  and  2 twin  rooms. 

■ Highly  soegbi  after  reakknrinl 
location. 

• Fee  income  year  end  30.4.98 
£657.724. 

£L28M08  FREEHOLD 

Um dssoor  Office  Ref  8S/FT7 1939MB 1 

01622656000 

1 IWKnVPSS-SHlKE  il 

1 West  Sussex  1 

Dual  Reckteked  Home  fob  23 

• Esufahstied  quality  pmsog  borne. 

• planning  permisaoa  to  increase  10 

31. 

• Converted  Geoigian  borne  in 
approximately  3.5  acres. 

■ Well  mauCklned  gsdem 

S72SJM  REEB0LD 

Mmdaow  Office  RefSWTTWiyMBI 

01622  656000 

* EuzDoU  pm  boose,  family 
owned  for  XI  yeas. 

■ Reuriacd  ttceoce.  11  bedrooms 
(3  eo  sudeL  rtinrng  room,  kntge. 

• Owner's  5 tyimnrm 

» Good  TfO.  Front  wd  tear  ^d=ns. 

£240,660  FREEHOLD 

Edmbmegb  Office  Rtf  SVFT443SMB1 

01315576666 

Offices  at:  London  - Birmingham  - Bristol  • Edinburgh 
Exeter  ■ Glasgow  Ipswich  - Leeds  • Maidstone  Manchester 
Milton  Keynes  • Newcastle  • Nottingham  ■ Winchester 

On  the  instructions  of  N H O’Reilly  & S B Ryman  j 
of  Rothman  Pan  tall  & Co.  - Administrative  Receivers  j 

Boringdon  Hall  Hotel  | 
Plymouth  - Devon 

A Grade  I listed  16th  Century  Manor  House 
sym pathetically  converted  into  a 40  bedroom  ! 
Country  House  Hotel,  Conference  and  Banqueting  Centre. 

‘Historic  Public  Rooms'  including  die  Great  Hall  Lounge  Bar, 

The  Gallery  and  Rose  Room  Restaurants. 

Extensive  coofercnee/banqueting  facilities  including  (he  Elizabethan 
Room,  die  Wembury  Bar.  the  Grenville  Room  and  the  Ward  Room. 
40  Leninc  bedrooms  all  with  en  suite  facilities. 

Courtyard  Leisure  Club  with  indoor  heaxed  swimming  pooL 
gallery  gym  and  sauna. 

All  weather  tennis  court.  9 hole  Pitch  and  Pun  course. 

Private  car  parking  for  about  200  cars. 

Id  all  about  6.74  acres  (2.73  hectares) 


SELLING  YOl  R BUSINESS? 


We  have  the  4aIL  mi  experience  to  achieve  the  best  price  fcr  veer 
business  and  structure  the  deJ  to  a&eve  Toumuira  tax  rificiencv. 


If  sou  arc  considering  asJe  and  vote-  turnover  exceeds  £lm. 
we  would  like  to  talk  to  >x«i 


Our  charges  are  lusedlatgch-  on  rcsuhs.  >o  you  have  little  lo  lese  rara 

ten  please  coned  Lance  Bba^aon:  at 


Bfackstonc  lli...  L'tonc  t -ni.-- 1 1-m.iiiiv 

I ranks  - t>\i  .Stseet.  :.(T>  ,SHS 

f T.'i:  t!;T:  .'.50  - V,.\.  ' I 1'it  i-:t‘0 

r.  - • ••  «». 

■:«  I «»•  ’ % sr  I ■ ,i  V..:-,  ■ 


Health  Farm  in  Kent 

l«  awes  of  naiuraJ  farm  Lutd 

Convened  Oaa  House.  5 double  and  2 single  Bedrooms  ?6 cover  ResQuram. 
Bar.  Library.  Indoor  Swimming  Pool.  Jacuzzi.  Steam  room.  S treaunent  room'. 

Fitness.  Conference.  Meditation  and  Yoga  rooms.  An  Studio.  Tennis  Ceun. 
Organic  veg  eardea  Maiu^erv  House.  Existing  Memherslrip.  A gome  concern 
Sale/Lease/M  Bnogemeuc 

Please  contacts-  Vinca  NkhoUs.  Spokes  and  Company  tel:  01732  838877 


B i SIMs-'  i s For  n \ 1 i i*  i.  < 


Pressure  Vessels  & Heat  Specialist  Plaster  Wall 

Exchangers  N E England  Finishes  London 

The  North  Eut  rite  opMe  of  handing  Vo  £IMc  pa . cs  ld-yr« . emEy  raneed. 
jdOioa  coutroo*  - 5JS  acres.  IWk  iq  B of  nany  ■mngray  Jay.  ralarmldn even 
lavs.  14  antes.  C700t  of  ntoi.  BAS n*  of  hemehwed.  .lo»  overfaa^ -mu 

ncthe  qnattv  scope  to  expand.  SSEo#,  Byhe-vnyroaSctoid  sale 

very  anfideaxaJ  ureas  vote  I5*kmc  f*f  cMWaMftate  4 


1 ••  ■ I :.!' ilu’"  UlV-kiT'  . ■■■■•:. 

■ 0171  281  1 2~0  » »« .i'livuu", -.'.i.i '.ik-.« • .ill.  | 


CONTRACTS  & TENDERS 


.CHRISTIE  &.  02 


Surveyors.  Valuers  & agents 


Take  STEPS  to  a partnership 
with  the  UK  Government 


CambridgestiE  Expressions  of 
CouityCouncfl  Interest  for 

Residential  Homes 

Cambridgeshire  Comity  Conocfl  is  seeking  expressions  of  interest 
for  the  proposed  sale  as  going  concerns  of  15  residential  care 
homes  for  older  people,  a number  of  homes  win  continue  to 
provide  day  care.  Homes  wfll  be  sold  individually  or  in  lots. 

The  homes  are  situated  throughout  the  county  of  Cambridgeshire  and 
currently  provide  a total  of  552  bed  spaces. 

The  homes  are  to  be  sold  through  a two  stage  tendering  process.  At  the 
fitst  stage  interested  parlies  must  register  tbeir  mieresi  by  completing 
a pre-qualification  questionnaire.  Suitably  qualified  applicants  will 
then  be  shortlisted  and  formally  invited  to  tender 

The  successful  tenderers  will  enter  into  a care  contract  with  the 
County  Council  jo  provide  residential  and  day  care  services.  The 
Council  will  agree  to  purchase  by  way  of  a block  contract  a percentage 
of  beds  and  day  care  services. 

Interested  parlies  should  note  that  the  provision  of  the  Transfer  of 
Undertaking  (Protection  of  Employment)  Regulations  1981  (as 
amended)  apply. 

Interested  parties  are  requested  to  register  their  intenmt  hi  writing 
by  15th  June  1999. 

A free  brochure  b available  from  the  address  specified  below.  Ad 


To  Advertise  Your 

Legal 

Notices 

Please  contact 
Melanie  Miles  on  .... 
Tel:  +44  171  873  3349 
Fax:  +44  171  873  3064 


also  available  from  the  address  below  at  a cost  of  175. 

Coruoci  Charles  Harrison  Finder,  Christie  & Co 
16  Lower  Brook  Street  Ipswich  IP4  IAP 

TeL  01473  256  588  Fax.  01473  230  071 

or  Craig  Wooliam.  Corporate  Healthcare  Director 

TO.  01962  833805  Fax.  01962  840171  n,2 


Offices  at:  London  ■ Birmingham  - Bristol  • Edinburgh 
Exeter  • Glasscw  • Ipswich  • Leeds  - Maidstone  - Manchester 
Milton  Ketnss  • Newcastle  • Nottingham  • Winchester 


Expressions  of  interest  are  invited  from 
leading  investors,  banks,  facilities 
management  companies  and  property 
companies  for  "Project  STEPS". 

This  is  a major  opportunity  to  enter  into 
a king  term  contract  with  the  inland 
Revenue  and  H.M.  Customs  and  Excise. 
Their  joint  estate  consists  mainly  of 
traditional  office  buildings  located  in 
major  cities  and  towns  throughout  the 
UK  with  a number  of  large  sites 
dedicated  to  processing  and  support. 
Customs  and  Excise  also  have  a 
relatively  small  amount  of 
accommodation  at  ports  and  airports. 

The  contract  is  expected  to  involve : 

• the  transfer  to  the  private  sector  of 
most  of  the  property  assets  of  both 
Departments,  comprising  some 
1.5  million  square  metres  in  about 
750  buildings.  About  one  third  of 
the  buildings  are  freehold  and  two 
thirds  leasehold; 


I 


Revenue 


• the  provision  of  serviced 
accommodation  to  meet  the 
operational  needs  of  the 
Departments  over  the  duration  of 
the  contract;  and 

■ the  provision  of  capital  investment 
and  maintenance  together  with 
building  specific  facilities 
management  services. 

The  transaction  will  be  conducted  under 
the  UK  Government's  Private  Finance 
Initiative.  Respondents  must 
demonstrate  their  financial  resources 
and  their  technical  experience  and 
capacity  to  provide  the  required  services 
in  a transaction  of  this  size  and 
complexity.  A briefing  day  will  beheld  in 
London  on  30*  April  1999. 

For  further  information,  including  a copy 
of  the  recent  notice  in  OJEC,  a briefing 
document  and  a questionnaire  (to  be 
completed  and  returned  by  1*  June 
1999).  please  telephone  Simon 
Bamicott  on  01 1 5 974  0770  or 
fax  on  01 15  974  0790. 


HN  CUSTOMS  & EXCISE 


KMNG 


E KING  LIMITED 

(In  Administration) 


,r<>er$ 


The  Joint  Administrators,  Robert  D HewiU  and 
SSn  Gibson,  offer  for  sale  Um  busing 
aiets  of  this  long  established  Surrey  based 
business  of  high  repute. 

Original  features  include: 

• Manufacturer  of  tablet  counting  and  liquid 
filling  equipment 

• Supplier  to  Pharma*  Healthcare  and 
Cosmetic  industries 

• Turnover  c£5m 

• 1 acre  freehold  Chertsey 

• Core  business  order  book  £ 1 .5m 

• Dedicated  woridbree  of  69 

For  further  information,  please  contact 
Ruth  Duncan  of  gibson  Hewilt, 

5 Park  Court, 

Pyrford  Road, 

West  Byfleet,  p 

KT14  6SD.  W J 

Tel:  01932  336149  ^liKerfcr%uaWitt 
Fax:  01932  336150  giDSOnHeWIIT 

ribsoa  Hewitt  is  authorised  by  ibe  restitute  ot  Chartered 

ie  F"f  ft  Wales  to  cany  oa  invcrtmcnlbusincis.  — 


FOR  SALE  - THREE  HIGH  QUALITY 

HOLIDAY  PARKS 


• Developed  for  432  holiday  caravans  and  296 
touring/camping  urats 

• Undeveloped  full  planning  permission  for  62  adtStionai 
static  caravans  aid  102  apartments/]  odges 

• Comprehensive  leisure  facilities  Including  swimming 
pools,  licensed  chd>,  bars,  etc. 

• Pate  sftuated  dose  to  Cornwall's  premier  holiday  resort 

• Adjusted  net  profit  (1998)  in  excess  of  £1.1  million 

• PRICE  UPON  APPLICATION  - Ref  No.  DVN590 


BHBB 


For  Sale 

- Specialist  in  Historic 
Monuments 

• National  Coverage 

• Blue  Chip  Client  Base 

• Highly  Skilled  Workforce 
■ £5.4M  Turnover 

• Profitable 

• Strong  Older  Book 

• Long  Term  Maintenance 
Contracts 

Box  B6354, 

Financial  Times, 

One  Southwark  Bridge, 
London,  SEI  9HL 


INDEPENDENT 
MAGAZINE  TITLE 
FOR  S ALE 

■ LONDON  AREA 

■ FREE  DISTRIBUTION 

■ ESTABLISHED  1992 

■ CIRCULATION  LN 

EXCESS  OF  60.000 
Coouo:  SB  Ryman 
Rothman  Pan  [ail  & Co 
ClarcvIUe  House 
26/27  Oxendon  Street 
LONDON  SW  l Y4EP 
Telephone  0171  9307272 

Bomoi  for  Sole 


EstaMdieA  reputable  bmtncja  la  a 
higb  profle.  nkbe  Bgtt  lector 
O MatbMfelaMdwiuirtionalUKcorcnge 
O Oattrafio*.  nUudc  Hew  aid  Para 
O Corporate  and  prrare  <*ent 
O Experienced  staff 
° Significant  AHlcnnkira  Opportunities. 

O Sgnifirant  scope  far  orpaoian 
O Annual  lumo»*3  Qm-iod  profitable 
Serious  expnsjions  of  Intent  to: 

Bax  BS3S6.  Ftanciai  rones. 

One  Soattnwrfc  Bridge.  London  SEI  9HI 


LIQUIDATIONS  ] 
RECEIVERSHIPS  | 
AUCTIONS 

200-400  listed  every  week 
m the  PACE  1 REPORT 

BUSINESS  RESALE 

120+  different  businesses, 
auctions  sod  property  sales 
listed  ewny  month. 

0800  389  5504 

Fax : 01652  688867 


Logistics  Company 
for  Sale 

Diverse,  profitable.  Midlands  basoi 

diMnbulion  anl  warehousing 
company  for  sale  Turnover  £J.Mn. 

Cuxult  atstics  to  rcun: 

Applj  tnr  4.1*1'  m tunliiLncc  in 
BfxBfeSZ 

Fmaodul  Tone*.  Oar  Sam  ha  or L 
BrMpr.  London  SEI  «HL 


Successful  new 
Vehicle  Manufacturer 


based  south  east 
unexpectedly  available 
for  sale.  Two  Exciting 

new  models  now 

fully  proven. 


Details  fax 
to  01494  870774 


Tel:  01884  256741 

Fax:  01 884  258433 
45  Bampton  Street.Tiverton. 
Devon  EX16  6AH  M 


For  Sale 


ONE  OF  SCOTLAND’S 
PREMIER  HOLIDAY  PARKS 
LOCATED  IN  THE 
A9  CORRIDOR 
A composite  well  rounded 
business  developed  over 
approximately  18  acres 
4t  Developed  with  215  Holiday 
Caravans  1 26  Touring  and 
1S9  Holiday  Static} 

* 9 5elf-Cattrina  Apartments 

* Manager's  Accommodation 

* Swimming  Pool  and  Satina 

* Restaurant  and  Lounge  Bars 

Freehold  -Price  on  AppBeatiao 

Sals  Selling  Aecng 

FOX  LEISURE 
Tel:  Glasgow  0141-353-3678 
Tel:  York  01904-693926 
E-mail 

FovLei^uret?  pad -codcanotLco.uk 


INDEPENDENT 
TRAVEL  AGENCY 

• Well  established  • Profitable 
• Quality  retail  and 
business  accounts 
• Branches  strategically 
placed  in  expair  dins  towns 

All  replies  treated  in 
Strictest  Confidence 
Box  B6348.  Financial  Times, 
One  Southwark  Bridge, 
London.  SEI  9HL 


GOLDEN  MILE.  BLACKPOOL 
FREEHOLD  .AMUSEMENT  ABCADE 

.+5.906  vi  ft 

Recently  rrtxatl  & Fatty  Equipped 
Substantial  Turnover 
Price  £42hn 

for  further  delnsb  please  contort 
LORDS  VALE  ESTATE 
SERVICES  LTD 
TEL:  0181  335  3012 
FAX:  0181  330  7720 

Self-catering  business. 

Argyll,  c.  £30.000  profit  p.a. 
for  part-time  work. 

Complete  with  4/5  beds. 
2-baihs.  house  with  barn  in 
private  glen.  14  acres. 
Frontage  to  Loch  Tralo/g. 
Fishing  & booling  rights. 
Details:  01852  200225. 
vrww-scotiand2Q00.eom/eJearig  j 


We  want 

your 

business. 


nwc  infonnalion  on 
bu*™5*  atherthinj;  call; 
TeL  444  171  873  3349 
F«:  4-14  171  873  306-r 
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Mergers  help  buoy  European  markets 


CURRENCIES  & MONEY 


EURO  SPOT  FORWARD  AGAINST  THE  EURO 

tea 


a ; . . ■** 
* * ■ 
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EUROPEAN  OVERVIEW 

By  Vincent  Boland 

More  mergers  and 
acquisitions  activity  pushed 
European  stock  markets 
higher  yesterday,  with  oil. 
pharmaceuticals  and  tele- 
communications stocks 
grabbing  the  spotlight  in 
active  trading  across  the 
main  bourses. 

The  gains  came  despite- 

FTSE  Eurobtoc  100 

Index 


1100 


1000 


900 


Further  weakness  In  the 
euro,  which  analysts  said 
was  vulnerable  to  the  danger 
that  the  escalating  crisis  in 
Yugoslavia  could  become  a 
prolonged  war. 

Investors  also  were 
waiting  for  any  signs  that 
this  week's  meeting  of  the 
US  Federal  Reserve's  policy- 
setting open  market  commit- 
tee would  signal  a change  in 
the  Fed's  stance  on  interest 
rates. 


But  merger  news  set  the 
tone  and  helped  the  markets 
to  gains  of  between  1.5  and  2 
per  cent. 

The  FTSE  Eurotop  300 
index  of  leading  European 
shares  rose  19.11  to  1,256.77 
while  the  FTSE  Eurotop  100 
index  rose  5459  to  2512.21. 
The  FTSE  Ebloc  index  of 
shares  in  euro  zone  markets 
gained  15.29  to  1,024.83. 

BP  Amoco  closed  60  cents 
higher  at  €16.24  following 


confirmation  that  it  was  ill 

talks  to  acquire  Atlantic 
Richfield  of  the  US. 

Investors  greeted  the  news 
warmly  despite  the  fact  that 
BP  Amoco  is  still  in  the 
thick  of  bedding  down  the 
merger  of  British  Petroleum 
and  Amoco. 

Other  oil  stocks,  already 
rising  on  the  back  of  stron- 
ger oil  prices,  were  boosted 
by  the  development  and  the 
sector  gained  3.6  per  cent. 
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For  real-time  FTSE  Eurotop.300  index  quotes  call  FT  Cityline  on 
0906  .843  5920::  Calls  .ace  charged  at  60p  per  minute  at  all  times. 
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Elf  Aquitaine  rose  €6  to 
€131,  PetroFtna  was  up  €16 
at  €501,  Eni  added  30  cents 
to  close  at  €5.84,  and  Royal 
Dutch  rose  €1.60  to  €50. 

Pharmaceuticals  surged 
after  the  revelation  that 
Glaxo  Wellcome,  which  rose 
€1.20  to  €29.88,  was  on  the 
prowl  again  after  its 
tentative  talks  with  Bristol 
Myers  Squibb  of  the  US 
ended. 

Smith  Kline  Beecham,  with 
whom  Glaxo  has  attempted 
previously  to  merge,  added 
50  cents  to  €12.91. 

Telecoms  were  helped  by 
some  end-of-quarter  buying 
and  by  continuing  develop- 
ments surrounding  the  Tele- 
com Italia/Olivetti  hid  battle. 

The  two  protagonists  were 
unchanged  but  Telecom 
Italia  Mobile  gained  40  cents 
to  €6.16  after  the  weekend 
announcement  that  Telecom 
Italia  would  pay  cash  to  buy 
out  minority  shareholders, 
rather  than  swap  shares. 
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We're  helping  our  customers 
achieve  results  that  move 
UP  AND  TO  THE  RIGHT. 


htstood  of  simply  seeking  protection  against  major  events, 
our  customers  are  looking  for  comprehensive  programs  to  help  them 
Improve  overall  performance.  So  whether  your  risks  stem  from 
traditional,  operational  or  financial  exposures,  XL  Capital 
can  build  a program  to  address  your  complete 
profile  of  “Enterprise"  risks,  it’s  how  we’re  heiptng 
growing  companies  exceed  expectations, 
and  achieve  results  that  move  “up  and  to  the  right”. 
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INTERNATIONAL  CAPITAL  MARKETS 


Treasuries  fall  sharply  as  equities  rally 


BENCHMAiW  BONDS 

By  John  Ubate  hi  Hew  Yoric 
and  Khazem  Merchant 
hi  London 

US  Treasury  prices  plunged 
in  early  trading  as  equities 
rallied  ahead  of  the  US  Fed- 
eral Reserve's  Open  Market 
Committee  meeting  today  to 
discuss  interest  rates. 

European  markets  were 
lower  amid  continuing  weak- 
ness in  the  euro,  war  in 
emerging  Europe  and 
increasing  speculation  of  an 
interest  rate  cut  by  the  Euro- 
pean Central  Bank,  when  it 
meets  next  month. 

The  30-year  US  Treasury 
had  lost  3.i  to  943  by  mid- 
day. sending  the  yield  up  to 
5.639  per  cent,  and  the  10- 
year  note  gave  up  to  9&£. 
yielding  5.242  per  cent 


A series  of  factors  neighed 
on  the  market  “It's  a combi- 
nation of  corporate  supply 
and  some  hedging,  strength- 
ened stocks  and  resilience  in 
oil  prices."  said  Richard  Gil- 
hooly,  at  Paribas  Capital 
Markets  in  New  York. 

The  short -end  of  the  mar- 
ket was  boosted  by  contin- 
ued flight  to  quality  buying 
as  a result  of  the  Nato  bomb- 
ing of  Kosovo-  The  two-year 
note  was  unchanged  at  90S, 
ytelding  -L991  per  cent 

While  few  analysts  expect 
the  Fed  to  move  interest 
rates  at  today’s  meeting, 
there  was  growing  unease 
about  strength  in  a forth- 
coming batch  of  economic 
data.  Later  this  week,  fresh 
figures  are  expected  from  a 
manufacturing  sector  survey 
by  the  National  Association 
of  Purchasing  Management 


US3fr?8arbondyzeid 

Percent 
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and  on  Friday  a new 
monthly  employment  report 
The  conviction  that  the 
ECB  may  ease  monetary  pol- 
icy was  driven  by  a survey 
in  France  that  showed  a con- 
tinued deterioration  in  busi- 


ness confidence.  Some  ana- 
lysts say  this  may  tip  the 
balance  in  favour  of  a cut 
when  the  ECB  meets  on 
April  8.  The  June  96  euribor 
future  is  discounting  a rate 
cut  of  15  to  20  basis  points. 

To  date,  the  assumption  In 
the  market  has  been  that  a 
sluggish  German  and  Italian 
economy  would  be  insuffi- 
cient to  Induce  another  eas- 
ing in  rates.  But  yesterday's 
striking  evidence  of  weak 
business  confidence  In 
France,  the  euro-zone's  other 
economic  powerhouse,  may 
now  prove  the  catalyst 

The  INSEE  industrial  sur- 
vey showed  a fall  in  manu- 
facturing In  March.  The  bal- 
ance of  companies  reporting 
a rise  in  output  in  recent 
months  was  -3,  down  from 
-9  in  February,  well  off  the 
highs  seen  last  year.  With 


weak  demand  and  destock- 
ing, firms  are  also  pessimis- 
tic about  output  prospects. 

“If  France  does  slow  then 
the  ECB  will  will  cut  There 
is  a gradual  belief  in  this," 
said  Graham  McDevitt  at 
Paribas.  However,  Phyllis 
Reed  at  Barclays  Capital 
said  that  despite  apparent 
weakness  in  France,  the 
ECB  Is  ultimately  likely  to 
cut  on  the  basis  of  the  con- 
tinuing travails  of  the  euro. 

The  short  end  of  the  Euro- 
pean yield  curve  stayed  firm, 
encouraged  by  the  fact  that 
the  ECB  can.  and  now  is 
likely  to,  cut  rates,  and 
despite  another  disastrous 
day  for  the  euro. 

“Business  is  aware  of  a 
decline  in  orders.  But  at  the 

same  time  consumer  demand 
is  robust,  based  on  expecta- 
tions of  falling  unemploy- 


ment and  rising  equity 
prices.  The  question  is, 
which  will  crack  first,"  said 
Keith  Edmonds  at  IBJ  Inter- 
national 

Elsewhere,  the  June  10 
year  German  bund  settled 
weaker  at  113.49,  down  10 
basis  points  on  Friday’s 
close.  Japan  was  quiet  ahead 
of  the  end  of  the  year  report- 
ing season,  while  UK  g3ts 
eased  marginally,  after 
regaining  earlier  losses. 

The  Bank  of  England's 
monetary  policy  committee 
meets  early  next  month  and 
a further  weakening  of  key 
indices  could  resume  the 
pattern  of  interest  rate  cuts 
after  the  decision  to  hold 
steady  in  March.  Short  ster- 
ling futures  have  seen  gains 
of  35  basis  points  recently  in 
the  expectation  of  an  easing 
in  monetary  policy. 


Fledgling 
EDR  sector 
to  get  boost 


By  Khazem  Merchant 


Fortis  debut  successful 
with  €1.25bn  offering 


New  international  bond  issues 


NEW  ISSUES 

By  Bertrand  Benoit 


Fortis.  the  Belgian-Dutch 
financial  services  group, 
made  a successful  debut  in 
the  international  bond  mar- 
ket. with  a 10-year  €l-25bu 
bond,  adding  to  tbe  long  list 
of  corporate  issuers  in  euros. 

Fortis  joined  tbe  top  10 
club  of  European  banks  by 
market  capitalisation  follow- 
ing its  merger  with  Bel- 
gium’s Gdnerale  de  Banque 
last  year. 

Lehman  Brothers,  joint 
lead  manager  with  G6n6rale 
de  Banque.  said  the  group 
was  now  eager  to  tap  a more 
diversified  pool  of  investors 
because  of  its  recent 
increase  in  size. 

The  offering,  which  was 
raised  from  a planned  Clbn. 
met  good  demand  and  was 
sold  to  70  investors,  mainly 
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in  France,  the  Benelux 
region  and  southern  Europe, 
the  bank  said.  Fund  manag- 
ers provided  two-thirds  of 
the  demand,  with  a quarter 
of  the  paper  going  to  insur- 
ance companies. 

There  has  been  a raft  of 
issues  from  European  banks 
recently  but  Fortis  hoped  to 
offer  rarity  value  because  of 
its  profile  as  a hank  and 
insurance  company. 

The  boDd  was  priced  to 
yield  70  basis  points  over  the 
benchmark  10-year  German 
bund  and  later  tightened  by 
1.5  basis  points. 

The  recent  resurgence  of 
long-dated  sterling  issues 
continued  after  a focus  on 
the  euro  during  the  first 
weeks  of  the  year.  There 
were  two  £200m  offerings 
from  high-profile  names, 
with  maturities  over  25 
years. 

PowerGen,  the  British 


electricity  utility,  issued  a 
25-year  bond,  its  first  issue 
In  sterling  since  it  launched 
a 10-year  note  in  1996. 

The  company  was  keen  to 
increase  its  long-dated  fund- 
ing and  tap  the  buoyant  ster- 
ling market  Bankers  said  it 
expected  to  stand  out  amid 
the  crowd  of  similar  securi- 
ties thanks  to  its  high  profile 
as  a FTSE  100  stock. 

The  offering  was  priced  to 
yield  170  basis  points  over 
the  2021  gilt  and  was  fully 
subscribed. 

HSBC,  co-lead  manager 
with  Warburg  Dillon  Read, 
said  it  expected  the  bond  to 
perform  in  line  with  an 
existing  National  Power 
bond  trading  at  165  basis 
points  over  the  relevant  gilt. 

The  Kingdom  of  Spain 
returned  to  the  UK  debt  mar- 
ket  after  a 14-year  absence 
with  a 30-year  bond  priced  to 
yield  70  basis  points  over  the 
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2028  gilt  - which  many 
bankers  thought  expensive. 

An  Italian  government 
bond,  maturing  in  2028.  was 
trading  at  around  80  basis 
points  over  the  relevant  gilL 
“This  is  not  a successful 
deal,"  said  one  official.  “It  is 
a pity  because  Spain  is  such 
a rare  issuer  in  sterling." 
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France 

■ NOTIONAL  BUM  BOD  FUTURES  (MATT)  €100,  BOO 


Open 

94.44 


Sett  pnee  Change 
94.42  -009 


Ugh 

94X2 
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Est  wL  Open  M. 
26.321  79,507 


■ LONG  IBM  EURO  BOND  OPTIONS  (MATT) 


But  Barclays  Capital,  sole 
manager  of  tbe  issue,  said 
tbe  launch  was  successful, 
with  the  bonds  trading  at 
the  reoffer  price.  It  said  the 
spread  difference  between 
Spain  and  Italy  mirrored 
that  in  the  euro  market 
Spanish  paper  denomi- 
nated in  sterling  was  attract- 
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ONE 


mg  demand  from  UK-based 
institutions  because  of  the 
scarcity  of  AA  rated  securi- 
ties as  the  UK  government 
was  slowing  its  rate  of  issu- 
ance, the  hank  said. 

The  offering  was  largely 
bought  by  UK  investors, 
with  the  balance  going  to 
Benelux-based  institutions. 


nays  ichs  sjrt 


The  fledgling  market  for 
euro  depositary  receipts 
(EDRs).  which  came  into 
being  with  the  birth  of 
Europe’s  single  currency,  is 
about  to  get  a boost. 

The  EDR  market  has  seen 

tittle  activity  so  far  this  year 

but  bankers  said  yesterday 

they  expected  a number  of 
companies  from,  eastern 
Europe  to  launch  limited 
EDR  programmes,  which  do 
not  include  capital  raising, 
in  the  next  few  weeks. 

They  will  follow  Borsod- 
chem,  Hungary’s  leading 
rhgmifak  group,  which  last 
week  launched  a facility 
allowing  investors  to  buy 
and  trade  shares  in  euros. 

Gazprom  and  LUKoil,  the 
big  Russian  energy  groups, 
as  well  as  companies  from 
Poland.  Turkey.  Greece  and 
Slovenia  are  expected  to 
establish  similar  limited 
EDR  facilities  to  achieve  a 
wider  spread  of  shareholders 
in  mature  markets.  They  are 
seen  as  prerequisites  to 
launching  foil  EDR  pro- 
grammes that  would  include 
raising  new  capital  in  euros. 

There  are  only  two  full 
EDR  programmes,  by  Zagre- 
backa  Banka,  a Croatian 
hank,  gnd  an  Egyptian  brew- 
ery. Observers  said  the  scar- 
city of  such  issues  so  far  is 
due  to  the  impact  of  the  Rus- 
sian and  Asian  financial  cri- 
ses, which  have  made  emerg- 
ing markets  a low  priority 
for  fund  managers. 

Borsodchem’s  EDR  limited 
facility  also  allows  investors 
outside  Hungary  to  receive 
dividends  in  euros.  The  facil- 
ity is  expected  to  improve 
secondary  market  trading  in 
Borsodchem's  shares  by  wid- 
ening its  shareholder  base. 


INTERNATIONAL  BONDS 


“This  (limited  EDR  facil- 
ity] is  an  essential  first 
step."  said  Chris  Kearns, 

vice-president  at  Bank  of 
New  York,  which  is  arrang- 
ing the  facility  for  Borsod- 
chem  and  other  Hungarian 
companies.  "The  next  step 
would  be  for  these  compa- 
nies to  launch  full  EDRs  ami 
that  is  certainly  the  indica- 
tion we  are  getting." 

Three  other  Hungarian 
companies  are  expected  to 
launch  limited  EDR  facilities 
in  the  next  month.  They  are 
OTP,  Hungary’s  largest 
hank,  Zalerakamia.  a ceram- 
ics company,  and  TVK, 
another  chemicals  group. 

AH  the  Hungarian  issues 
will  be  fisted  on  the  London 
Stock  Exchange.  Several  of 
the  mmpames  already  have 
doBar-denominated  global 
depositary  receipt  pro- 
grammes (GDRs)  listed  in 
Loudon,  which  is  seen  as  the 
deepest  and  most  developed 
market  for  emerging  market 
depositary  receipts. 

“London  is  emerging  as 
the  euro  centre  for  emerging 
equity  trading,  and  our  issu- 
ers, which  already  have 
GDRs  on  London,  prefer  to 
stick  with  a proven  entity," 
\fr  Kearns  said. 

Foreign  Investors  can 
already  buy  the  equity  of 
Borsodchem  either  by  pur- 
chasing its  locally  listed 
shares  or  the  GDRs.  But 
bankers  say  that,  as  more 
euro-zone  investors  bench- 
mark their  performance 
against  euro-den ominated 
indices,  the  ability  to  pur- 
chase emerging  market  equi- 
ties denominated  in  euros 
win  become  more  important 

Most  emerging  market 
funds  benchmark  their  per- 
formance against  a doflar-de- 
nominated  index. 
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CURRENCIES  & MONEY 


Kosovo  looms  larger  in  traders’  sights 


MARXETC  REPORT 

By  Man  Beattie 

A growing  perception  that 
the  Kosovo  conflict  could 
inflict  substantia]  damage  on 
prospects  for  European 

growth  helped  drive  the  euro 
down  to  another  record  low 
yesterday. 

Uany  analysts  continued 
to  argue  that  fundamental 
problems  In  the  euro-zone 
economy  were  the  prime 
mover  of  the  Gall.  But  most 
agreed  that  the  Balkan  ten- 
sion was  no  great  help  to  the 
struggling  currency. 

if  Kosovo  was  to  blame,  it 
showed  a distinct  raising  of 
the  stakes  as  its  fairly  muted 
effects  of  last  week  on  the 
euro  gave  way  to  more 
severe  damage.  The  euro 
dropped  through  the  $1.07 
level  for  the  first  time,  as  US 
traders  made  large  sales  of 
the  currency.  It  closed  in 
London  at  $1X172. 

Meanwhile  the  Greek 
drachma  also  fell  as  analysts 


begaD  to  worry  about  the 
potential  impact  on  other 
countries  in  the  region  of 
refugees  fleeing  from  Kos- 
ovo. It  broke  through  Dr325 
against  the  euro,  which  had 
Proved  an  effective  support 
level  last  week,  to  reach 
Dr325.!M7  by  the  end  of  Lon- 
don trading. 

■ The  euro's  fall  came  in  a 
flurry  of  activity  at  the  start 
of  the  US  session  after  a 
quiet  morning  in  London. 

One  trader  said  that  some 
judicious  execution  of  com- 
mercial business  by  euro- 
zone central  banks  early  in 
European  trading  had  kept 
the  euro  quite  well  sup- 
ported around  the  $1.0760- 
51.0770  range.  “But  then  the 
US  came  in  and  the  currency 
began  to  sell  off.“  he  said. 
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He  added  that  the  shooting 
down  of  a US  fighter  over 
Serbia  over  the  weekend 
appeared  to  made  the  US 
more  aware  of  the  extent  of 
the  conflict.  “Last  week 
most  New  Yorkers  might 
have  thought  that  Kosovo 
was  somewhere  in  Manhat- 
tan he  said.  "Now  they 
know  exactly  where  it  is.” 

The  uncertainty  of  the  sit- 
uation was  underlined  by  a 
rise  in  one-month  euro -dollar 
foreign  exchange  option  vol- 
atilities. which  have  risen 
from  around  9 per  cent  a 
couple  of  weeks  ago  to 
around  10  yesterday. 

■ But  some  analysts  said 
that  Kosovo  was  no  more 
than  an  unwelcome  addition 
to  the  main  problem  - more 
evidence  that  the  euro-zone 
economy  would  get  worse 
before  it  got  better. 

“Kosovo  has  injected  vola- 
tility into  the  currency," 
said  Philippe  d'Arvisenet, 
chief  economist  of  the 
Banque  Nationale  de  Paris. 


Konma 

Aflaterme  euro  (Hcs  per  Q 


"But  economic  fundamentals 
are  the  main  cause  of  its 
weakness." 

Yesterday's  instalment  of 
gloom  came  in  the  form  of 
the  1NSEE  survey,  which 
showed  French  manufactur- 
ers sinking  further  into  a 
slough  of  despond  about  eco- 
nomic prospects. 

The  large  drop  in  the  euro 
wine  several  hours  after  the 
survey’s  release.  But  Peter 


von  Maydell,  senior  currency 
economist  at  Credit  Suisse 
First  Boston  in  London,  said 
that  this  was  quite  typical. 
"Both  the  Lfo  and  the  INSEE 
surveys,  which  are  the  key 
leading  Indicators  for  the 
euro-zone,  often  do  not  see  a 
market  reaction  for  several 
hours  after  their  release,"  he 
said.  The  market  seemed  to 
have  "a  slow  learning 
curve”,  be  added. 

Mr  von  May  dell  said  that 
if  past  experience  was  any 
gutde.  the  weakness  of 
recent  lfo  and  INSEE  sur- 
veys meant  that  euro-zone 
interest  rates  should  fall  to  2 
per  cent  later  this  year. 

Despite  the  fail  in  the 
euro,  interest  rate  futures 
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markets  are  stubbornly 
resistant  to  this  possibility. 
The  Euribor  futures  market 
shaved  another  couple  of 
basis  points  off  the  front  end 
of  the  curve  . but  continued 
to  price  in  no  more  than  a 
single  small  cut  in  rates  over 
the  next  few  months.  The 
fW-rnipiing  of  the  currency 
fixed  income  markets 
was  "something  of  a puzzle," 
Mr  von  Maydell  said. 

■ The  usual  eastern  Euro- 
pean suspects  also  suffered 
from  Kosovo  yesterday. 

The  Czech  koruna,  Polish 
zloty  and  Hungarian  forint 
all  fell  as  the  possibility  of  a 
prolonged  struggle  and  Rus- 
sia-Nato  tension  darkened 
prospects  for  the  region. 

The  forint  came  under 
some  of  the  worst  pressure, 
Hungary  having  a border 
with  Serbia.  At  the  end  of 
London  trading  yesterday  it 
was  at  Ft254.4  against  the 
euro.  The  koruna  and  zloty 
feu  to  K538.5871  and  4.282S 
zlotys  against  the  euro. 
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THE  STARS 
PROGRAMME 
STARS  1 PLC 


£475,000,000 
Class  A Floating  Rale 
Mortgage  Backed 
Securities  2029 
Notice  to  hereby  ghan  the* 
the  Raw  of  interest  has  been 
feed  at  5.69188%  and  Zhar 
the  Merest  payable  on  the 
relevant  Interest  Payment 
Date  Jine28, 1999  against 
Coupon  No.  34  h respect  of 
£10000  nontirW  ofthe  Notes 
pt»I»£50l55. 


CkbM  Agency  end  Treat  seivtei, 
CMmi%Ka.  tendon 
March  30.  JSSB 


Cf77BAWC<y 


cmcoRPO 


U.S.  S150.000.000 
Subordinated  Ftoating  Rate 
Notes  Due  September  2005 
Notice*  hereby  given  that  the 
Rate  of  busiest  tar  the  period 
March  30,  1999  to  June  30, 1999 
IBs  been  fed  at  and  that 
the  interest  payeto  an  me 
relevant  kmrwst  Payment  Detfi 
June  30, 1999,  agansJ  Coupon 
No  23  in  respect  of  USSS0OO 
nominal  of  Pw  Notes  «Bt» 
USS702B  sid  in  reaped  of 
US$100000  normal  of 
ff»  Notes  wB  be  US$1 .40858 


Gfebel  Agency  and  To*  Sendees 
Cbbank.  NA  Lontton 
March  3&  19BB 


cmBAMcr 


Financial  Trmc-S  Sun  tr>-S 

World 

Steel 

Industry 

Thursday  May  13 


For  further  inform.it ion 
plcor-c  contact; 

Catherine  Markov  '»  Edinburgh 
Tel:  *AA  131  220  1199 
Fax:  +4-4  131  220  157S 
email:  Catherine,  mar  key  /FT. com 

or  Hoj  Haffojcc  in  London 
Tel:  _*4  171  S73  42S1 
Fa*:  -44  1 7 1 373  4SS2 
email:  haj.Faffejetr.vFT.com 


FINANCIAL  TIMES 

No  FT.  .no  comment. 


THE  STARS 
PROGRAMME 
STARS  1 PLC 


£475.000.000 
Class  A Routing  Rate 
Mortgage  Backed 
Securities  2029 

Notice  Is  hereby  given  mat 
the  Principal  outstanding  on 
the  sutyact  bsua  far  the 
Interest  period  March  29. 
1999  to  June 28. 1999  wfflbe 
£102,407,500.00. 

The  Principal  amount 
outstanding  far  each  note  fe 
£3,562.00. 


TObM  rsgerey  and  tyub  sarvfcae, 
QtMrANAlAMCA 
KantiSO.  tgss 


CrnBMKW 


IMMiNESlAFUNDUMTEEI) 

International  Dcpostaar^  Kecdpls  (IDKsl 


NOTICE  OF  ANNUAL  GENERAL  MEETING 
SHAREHOLDERS 


Notice  u hereby  given  that  the  Annual  General  Meeting  of  the  Company  will  be 
held  cm  the  6th  Row,  1 Gnnvenor  Plane,  London  SW1X  7JJ  cm  Thursday  29tb 
April  1999  commencing  ar  130  p.m  to  transact  the  following  business: 

RESOLUTIONS 

I.  To  receive  iberepon  and  accounts  for  ihe  year  ended  3 la  December  1998 
together  with  ibe  repairs  of  the  Dnecton  and  the  Auditors  thereon. 

— To  re-elect  Mr. ).  R.  Seymour  » a Director: 

3.  To  re-elect  Me  L.  H.  WmftmiD  as  a Director. 

4.  To  re-appoimihe  AuSim,  Erast  & Young,  and  to  authorise  the  Directors 
to  Tut  their  remuneration. 

taring  arrangements  for  IDR  Holden: 

IDR  Holders  who  wish  to  rote  rmur  follow  ihe  procedure  captained  hereunder. 
IDR  Holders  must  msnuct  EUROCLEaR  or  CEDEL  lo  bJock  the  number  of 
IDRs  for  wtnch  they  want  io  vote  and  specify  the  manner  in  which  ihe  vote 
should  be  cast. 

Copies  of  the  Annual  Report  of  the  Company  are  available  from  Jupiter  Asset 
Management  Limited.  1 Grosvenor  Place.  Loader  SW1X  7JJ  and  with  the 
Depositary  at  the  address  indies  ted  below. 

Depositary.  Sogfs-fiduccn)  S JL 
34  Avenue  Manna 
1000  Brussels 
Belgium 

HsL  32  2 547  31  46 


A FUND  LIMITED 


NOTICE  TO  THE  HOLDERS  OF  WARRANT  IDRs 


The  Rtoanto  to  subscribe  for  Ordinary  Shares  of  USSO.  10  each  of  Indonesia 
Raid  Untiled  rthe  Company")  may  be  exercised  from  27th  March  1999  to  27* 
Aped  1999  The  attention  of  the  Holders  of  WhrraW  IDRs  is  drawn  lo  their  right 
to  require  the  Depositary  to  exercise  the  rights  to  subscribe  for  the  Ordinary 
Shares  attaching  lo  the  Warrants  to  which  their  IDRs  relate.  Holders  of  Warrant 
IDRs  wishing  to  exercise  tbejr»nfxcrxpoon  rights  must  complete  rt  Notice  of 
Exercise  which  may  be  obtained  oo  request  from  the  Depositary  and  returned  to 
the  Depositary  accompanied  by  payment  in  full  of  the  total  subscription  price  in 
US  dollars  (plus  any  other  applicable  charges)  in  respect  td  the  Ordinary  Shares 
to  be  subscribed  not  later  than  8th  May  1999 

SutascxifRhm  rights  not  exercised  by  28th  April  1999  may  be  exercised  in  any  one 
of  the  years  2000  - 2004  inclusive. 

This  notice  ts  given  in  accordance  with  the  terms  of  the  Warrant  Deposit 
Agreement  between  the  Company  and  the  Depositary,  (t  is  oat  to  he  taken  as  a 
recommendation  to  the  Holden  of  Warrant  IDRs  to  exercise  then:  subscription 
rights,  or  otherwise. 

Depositary:  Soghs-Rducero  5A. 

Avenue  Manrix,  24 

lOOOBrtusek 

Belgium 

TeL  322547  31  46 


SUx  SOFTS  - SocMtf  Hnancftre  pomr 

les  TfHAramrnimgcaHoim  et  fHectromqn* 
Nom.  USD  S40OO0OO-FRN  due  2000 


Notice  is  hereby  given  thsi  from  24  March  1999  lo  24  September  1999 

(184  days),  tha  Notes  wiD  tmrry  an  interest  rate  of  S. 10686%  per  nnzmm. 

Interest  payable  on  24  September  1999  wiD  amount  to  USD  26&.1I  per 
OSD  10000.-  Note. 

Apnl  Bank  SooMe  Enroptoone  de  Bacque,  Societa  Anoqyme 


Hvswndow 

open. 


Banfarig  & Finance  Appcirrtnctits 
Fgf  nor  iri1crm.Tfjon  ptcipy;  crJ: 
W:  444  171  S73  4153 
Fn:  *44  171  873  4331 
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COMMODITIES  & AGRICULTURE 


Copper  loses  most  of  last  week’s  gains 




By  Paul  Sotatan 

Base  metals  fell  on  the 
London  Metal  Exchange  yes- 
terday. with  the  flagship 
copper  contract  giving  up 
most  of  the  gains  made  dur- 
ing the  middle  of  last  week. 

Analysts  said  that  the  out- 
look for  industrial  metals 
remained  poor,  with  most 
producers  failing  to  respond 


to  lower  prices  with  produc- 
tion cuts. 

At  the  close  of  trading  yes- 
terday. three-month  copper 
was  $1,407  a tonne,  down  $47 
from  Friday’s  close,  while 
nickel  was  off  $165  at  S5.030 
a tonne  and  aluminium  was 
$16  lower  at  $1,243  a tonne. 

Crude  oil  prices  were  finn 
in  London  yesterday.  The 
Brent  Wend  benchmark  May 
contract  rose  to  $14.65  a bar- 
rel at  one  stage  on  the  Inter- 


national  Petroleum 
Exchange,  although  in  late 
trading  it  had  fallen  back  to 
$14.40  compared  with  Fri- 
day’s close  of  *14.41. 

The  price  has  risen  40  per 
cent  since  February,  and 
was  buoyed  last  week  by 
leading  oO  producers'  agree- 
ment to  cut  output  by  more 
than  2.1m  barrels  a day. 

Among  soft  commodities, 
wheat  consumption  will 
reach  a record  592m  tonnes 


tonnes  in  next  season, 
according  to  the  Interna- 
tional Grains  Council. 

Releasing  its  first  estimate 
of  world  wheat  supply  and 
demand  for  1999/2000,  the 
IGC  said  that  population 
growth  was  likely  to  boost 
food  use,  although  use  of 
wheat  as  animal  feed  could 
fall  because  of  the  continued 
decline  in  demand  from 
countries  in  the  former 
Soviet  Union. 


Production  is  forecast  to 
fan  next  season  to  569m 
tonnes  compared  with  583m 
in  1998/99.  Several  of  the 
main  producing  countries 
would  have  smaller  harvests 
because  of  wet  weather  and 
a drop  in  the  amount  of  land, 
being  given  over  to  planting 
wheat,  said  the  IGC. 

As  a result,  world  wheat 
stocks  are  forecast  to  fall  to 
their  lowest  since  1980  at 
105m  tonnes,  with  stocks  in 


the  five  main  exporters  - the 

European  Union,  the  US. 
Argentina,  Australia  and 
Canada  - declining  almost 
20  per  cent  to  46m  tonnes,  it 
added. 

Robusta  coffee  futures 
marip  modest  on  the 

London  International  Finan- 
cial Futures  and  Options 
Exchange  yesterday,  the 
most  actively  traded  May 
contract  closing  at  $1,536,  up 
$11  from  last  week's  finish. 
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Hopes  rise  of 
3 cuts  from  big 


Gabriel  in  search 
for  mining  angel 

Mining  juniors  are  out  of  favour  but  one  is 
fighting  back,  says  Gillian  O’Connor 


Frank  Tunis  waves  at  the 
rugged  Transylvanian 
skyline:  “That  mountain 
used  to  be  over  1,000  metres 
high.  We  took  off  the  top 
hundred  metres  or  so.  Even- 
tually we  may  need  to  move 
the  village,"  he  says. 

For  a man  running  a 
“junior"  mining  company. 
Frank  Urals  thinks  on  a lav- 
ish scale,  both  environmen- 
tally and  financially. 

Today,  his  gold  explora- 
tion company,  Gabriel 
Resources,  is  just  one  of  per- 
haps 1,000  struggling  junior 
mining  companies  listed  on 
the  speculative  Vancouver 
Stock  Exchange. 

This  summer,  he  plans  to 
get  Gabriel  traded  on  Lon- 
don's junior  Alternative 
Investment  Market,  and  to 
pull  in  USjlSm  or  so  from  a 
leading  international  mining 
company:  next  year,  he 
hopes  to  move  up  to  the 
main  UK  market. 

But  his  timing  could 
hardly  be  worse.  Junior  min- 
ing companies  - the  polite 
term  for  explorers  with  great 
expectations  but  little  sub- 
stance - have  been  deeply 
out  of  favour  since  the  1987 
Bre-X  scandaL 
Bre-X,  another  Canada- 
listed  gold  explorer,  claimed 
to  have  found  the  richest 


COMMODITIES  PRICES 


BASE  METALS 
LONDON  METAL  EXCHANGE 

Wees  from  Amalgamated  Hotel  Tradtag) 
■ ALOMHUM,  967  HJWTT  6 V*  tome) 


deposit  in  the  world  at  Bus- 
ang in  the  middle  of  the  Bor- 
neo jungle  in  Indonesia. 

By  1996,  the  company  was 
valued  at  C86£bn  OJS$4£bn) 
on  the  Toronto  Stock 
Exchange.  In  1997  the  shares 
collapsed  worthless,  after  it 
became  clear  that  Busang 
was  a fraud. 

The  credibility  gulf  cre- 
ated by  Bre-X  has  been  com- 
pounded by  falling  metal 
prices,  which  have  made  it 
harder  to  make  money  from 
mining. 

Some  juniors  have  become 
dormant.  Others  have 
turned  to  more  glamorous  or 
more  lucrative  pursuits.  Cor- 
nucopia Resources  of  Van- 
couver plans  to  start  provid- 
ing internet  services  and 
change  its  name  to  Stock- 
scape.com  Jnc. 

A fortunate  few  juniors 
have  produced  exploration 
results  that  have  been 
tempting  enough  to  attract 
generous  bids  from  leading 
mining  companies. 

Earlier  this  year,  Argen- 
tina Gold  repelled  a bid  from 
one  North  American  major. 
Barrick,  and  accepted  a 
higher  offer  from  another. 
Homestake.  Sutton 
Resources,  with  a prospect 
in  Tanzania,  gratefully  suc- 
cumbed to  Barrick. 


Vancouver  Stock  Exchange  Mining  index 
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Malaysia  to 
withhold  rubber 


Frank  Tunis  is  more  ambi- 
tious. He  aims  to  allow  some 
lucky  major  to  help  him 
develop  Gabriel's  Transylv- 
anian project  in  return  for 
an  equity  stake,  but  keep 
control  of  the  company  him- 
self. Delusions  of  grandeur? 
Perhaps  not. 

There  is  no  doubt  there  is 
gold  in  the  Transylvanian 
mountains.  People  have  been 
mining  gold  in  the  area  for 

2.000  years. 

Roman  emperor  Hadrian 
fought  a war  with  the 
Dacians  to  get  control 
of  it,  and  modern  tourists 
can  walk  through  two  kilo- 
metres of  remarkably  well 
preserved  Roman  under- 
ground galleries.  More 
recent  work  by  the  state 
mining  company  has  left  a 
larger  labyrinth  of  tunnels, 
which  Gabriel’s  geologists 
are  using  when  taking  their 
rock  samples. 

The  existence  of  these 
workings  makes  it  relatively 
cheap  for  Gabriel  to  find  out 
what  its  four  sites  at  Rosia 


Montana  contain  and  mod- 
em mining  methods  should 
enable  the  development 
team  to  extract  a higher  pro- 
portion of  the  gold  profitably 
than  their  predecessors. 

Frank  Tbnis.  the  Austra- 
lian son  of  a Romanian  exe- 
cuted under  the  Ceausescu 
regime,  is  also  clearly  in 
favour  with  today's  authori- 
ties. He  is  on  hugging  terms 
with  the  boss  of  the  loss- 
making local  state  mining 
company,  the  county  gover- 
nor, and  the  president  of  the 
National  Agency  for  Mineral 
Resources. 

Every  stock  promoter 
needs  a “story”  and  Timis. 
who  has  given  guided  tours 
of  Rosia  Montana  to  several 
leading  gold  producers, 
hopes  to  have  indicated 
resources  of  5m  ounces  of 
gold  by  mid-summer  and 
10m  by  the  year-end.  But 
many  investors  are  wary  of 
eastern  Europe,  and  there 
are  999  other  mining  juniors 
with  stories  to  sell.  As 
always  greed  and  fear  will 
have  to  slug  it  ouL 


By  Sheila  McNulty  in  Singapore 
and  Paul  Sofanan  in  London 

Malaysia  is  to  withhold  its 
rubber  from  the  export  mar- 
ket as  part  of  a package  of 
measures  aimed  at  pushing 
up  prices  and  rescuing  its 
ailing-  industry. 

It  might  also  buy  locally 
produced  rubber  from  small- 
holders at  higher  prices  than 
those  in  the  international 
market,  and  impose  a tempo- 
rary ban  on  imports  of  natu- 
ral rubber,  whidi  amount  to 
about  550,000  tonnes  each 
year. 

The  measures,  announced 
by  the  Lim  Keng  Yaik,  pri- 
mary industries  ministry, 
come  as  world  rubber  prices 
remain  low. 

Kuala  Lumpur's  bench- 
mark RSSl  (April)  rubber 
contract  ended  last  week  at 
225.50  cents  a kilogram, 
more  than  30  per  cent  below 
its  level  just  a year  ago. 

Asia's  economic  crisis  has 
cut  demand  and  analysts 
expect  consumption  to  stay 
depressed  at  least  until  next 
year.  Asia  accounts  for 
about  a third  of  world  con- 
sumption of  natural  rubber. 

Malaysia  Is  the  world's 
third  biggest  rubber  pro- 
ducer. after  Indonesia  and 
Thailand,  producing  about 
900.000  tonnes  a year.  Last 
year,  it  exported  450.000 
tonnes.  Smallholders  pro- 
duce 85  per  cent  of  the  coun- 
try's rubber. 
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“We  have  to  act  fast  as 
smallholders  are  already 
abandoning  their  small  plots 
of  land  to  look  for  jobs  else- 
where," Mr  Lim  sail 

“White  we  have  appealed 
to  Thailand  and  Indonesia  to 
reduce  output,  we  are  not 
placing  much  hope  cm  them. 
As  such,  we  have  to  come  up 
with  some  schemes  to  help 
our  local  producers  receive 
remunerative  prices,"  he 
added. 

The  measures  are  subject 
to  cabinet  approval. 

Falling  prices  have  divided 
the  world’s  leading  rubber 
producers.  Both  Malaysia 
and  Thailand  have  said  they 
will  withdraw  from  the 
International  Natural  Rub- 
ber Organisation  because  of 
what  they  see  as  the  group’s 
failure  to  support  world  rub- 
ber prices. 
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copper  groups 


By  GHBao  O’Connor, 

Mtatag  Correspondent 

For  weeks  now  the  world 
copper  industry  has  been 
casting  baleful  glances 
towards  the  south-west  of 
the  US,  willing  one  of  the 
four  big  milling  groups  with 
interests  in  Arizona,  Nevada 
and  Texas  to  cut  back  pro- 
duction. 

The  four  groups  - BHP. 
Phelps  Dodge,  Asarco  and 
Cyprus  Atnay  - are  proving 
painfully  slow  in  making 
any  derisions  over  closures 
due  to  the  vast  costs.  But  the 
industry  has  been  encour- 
aged by  recent  comments 
from  BHP,  and  is  hoping 
they  will  act  as  a catalyst  for 
consolidation. 

Copper,  like  many  base 
metals  is  heading  for  a sub- 
stantial production  surplus 
this  year.  However,  unlike 
nickel  producers,  which  are 
cutting  hack,  most  copper 
miners  are  producing  as 
much  as  they  can,  and  the 
capper  price  has  fallen  9 per 
cent  from  the  end  of  last 
year. 

Industry  leaders  clam  the 

arm  is  to  maintain  low  prices 
and  force  high-cost  produc- 
ers to  close.  Rio  Tin  to  boss 
Bob  Wilson  recently  said  he 
hoped  the  copper  price 
would  stay  low  enough,  long 
enough  to  achieve  a thor- 
ough shak&ottt 

The  four  miners  in  the 
south-west  of  the  US  are  the 
most  obvious  high-cost  pro- 
ducers. Their  problem  stems 
partly  from  the  strength  of 
the  dollar,  but  it  is  also  the 
consequence  of  a local  imbal- 
ance between  mine  produc- 
tion and  smelting  capacity. 

The  five  smelters  operat- 
ing in  the  area  have  total 
capacity  of  1.15m  tonnes  this 
year  bid  the  local  mines  will 
only  produce  875,000  tonnes, 
leaving  the  smelters  depen- 
dent on  expensive  imported 
material  to  bridge  the  gap. 


George  Cheveley,  copper 
research  manager  at  CRU 
International,  notes  that  the 
pressures  on  each  company 
are  slightly  different 

For  BHP,  which  has  one 
smelter  with  a capacity  of 

370.000  tonnes  per  year  and 
two  irises  producing  175,000 

tonnes,  closure  is  a theoreti- 
cal possibility.  But  it  would 
probably  much  prefer  to  to 
reach  a deal  with  one  of  its 
rivals. 

The  company  bought  the 
San  Manuel  smelter  as  part 
of  its  pricey  Magma  Copper 
acquisition,  and  has  written 
off  a large  part  of  the  cost 
already.  San  Manuel  is  the 
cleanest  and  most  efficient 
local  smelter. 

Paul  Anderson,  BHFs  new 
CEO,  has  said  that  “the 
North  American  copper 
assets  are  my  absolute  top 
priority ...  it  is  my  intention 
to  deal  with  them  in  this 
quarter". 

Phelps  Dodge's  two  activi- 
ties are  roughly  in  balance, 
while  Asarco  has  one  operat- 
ing smelter  with  a capacity 
of  180.000  tonnes  per  year 
and  two  low-grade,  high- 
cost  mines  with  a capacity  of 

225.000  tonnes. 

Cyprus  Amax’s  activities 
are  roughly  in  balance. 

There  are  rumours  of 
behind  tbe  scenes  negotia- 
tions among  the  companies. 
One  possibility  would  be  for 
BHP  either  to  sell  its  local 
assets  to  one  of  the  other 
companies  or  to  agree  to  a 
joint  venture. 

This  could  leave  BHP's 
San  Manuel  smelter  operat- 
ing. while  one  of  the  other 
smelters  and  perhaps  some 
of  tbe  higher-cost  mines 
close.  Phelps  Dodge  Is  the 
favoured  partner. 

However,  Larry  Kaplan  of 
Flemings  Research  warns: 
“BHP  may  want  a quick  res- 
olution, but  there  is  no  com- 
parable time  pressure  on  the 
others." 
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Heavyweight  merger  stories  drive  Footsie  higher 


-FTSEAD-Sbaretadax 


MABKET REPORT 

By  Steve  Thompson. 

UK  Sock  Market  Editor 

The  sudden  burst  of 
takeover  and  merger  activity 
involving  some  of  the  Lon- 
don market's  biggest  and 
most  heavily  weighted 
stocks  in  the  FTSE  100 
injected  some  much-needed 
confidence  to  stock  prices 

yesterday. 

The  FTSE  100  raced  higher 
throughout  the  day,  bol- 
stered by  confirmation  that 
BP  Amoco  is  involved  in 
detailed  takeover  talks  with 
Atlantic  Richfield,  the  US  oil 


group,  plus  news  that  Glaxo 
Wellcome,  the  drugs  group, 
has  been  holding  merger 
talks  with  Bristol  Myers 
Squibb  of  the  US.  and 
numerous  other  rumoured 
deals. 

Footsie  eventually  finished 
113.7  higher  at  6.252.9. 
extending  its  gain  over  the 
past  three  sessions  to  2365 
or  3.9  per  cent.  At  its  best  of 
the  day.  not  long  before  the 
trading  session  finished,  the 
index  hit  6553.8. 

The  bullish  feeling  In  the 
front-line  stocks  extended 
right  across  the  rest  of  the 
market,  with  the  FTSE  250 
index  pushing  up  15.5  to 


5,469.4  and  the  FTSE  Small- 
Cap  nudging  ahead  by  05  to 
2,394.5. 

Some  market  traders 
suggested  the  latest  mooted 
deals  could  propel  the  FTSE 
100  beyond  Its  previous 
record  intra-day  and  closing 
highs  within  days.  "We're 
looking  at  an  extremely 
strong  market  in  the  short 
term  and  there  are  plenty  of 
big  market  hitters  expecting 
Footsie  to  move  through 
6,400  in  the  short  term."  said 
one  marketmaker. 

Another  said  that  the  mar- 
ket looked  set  fair  and  could 
well  run  to  new  highs, 
although  he  warned  that 


events  in  the  Balkans  and 
possibly  the  US  had  the 
potential  to  upset  the  apple 
cart 

Market  observers  noted 
the  ominous  developments 
in  the  Balkans  over  the 
weekend  and  insisted  that 
the  outlook  for  that  region 
looked  bleaker  than  ever, 
with  all  the  implications  for 
increased  confrontation 
between  Nato  and  Russia 
and  its  allies. 

In  the  background,  there  is 
also  die  regular  meeting  of 
the  US  Federal  Reserve's 
open  market  committee, 
which  sets  US  interest  rates. 

No  change  is  expected  in 


the  market,  but  some  observ- 
ers are  wary  the  Fed  might 
well  issue  some  form  of 
warning  about  future  moves 
in  US  rates. 

Helping  London  build  on 
its  strong  start  to  the  week 
was  a sparkling  performance 
by  Wall  Street,  where  the 
Dow  Jones  Industrial  Aver- 
age launched  a fresh  assault 
on  the  10.000  level  posting  a 
160-point  gain  90  minutes 
after  London  closed. 

London's  biggest  stocks,  in 
terms  of  market  capitalisa- 
tion. were  behind  the  stun- 
ning upside  move  by  the 
FTSE  100  index,  with  BT 
moving  up  more  than  6 per 


cent,  Lloyds  TSB  up  almost  5 
per  cent,  Vodafone  up  more 
than  4 per  cent  and  Glaxo 
Wellcome  up  the  same. 

"Big.  is  everything  in  this 
market;  the  institutions  are 
back  in  the  market  and 
playing  via  the  big  stocks,” 
said  one  salesman.  He  said 
the  prospect  of  a big  influx 
of  personal  equity  plan  cash 
was  also  behind  the  rise.  “If 
you  need  to  get  big  money  in 
to  the  market  you  buy  the 
leaders.” 

Turnover  fell  just  short  of 
the  lbn  shares  mark,  eventu- 
ally reaching  9815m  by  the 
6pm  count,  with  non-Footsie 
stocks  in  the  majority. 
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TT’MWWflci  will  have  to  give  away  to 

fi  (J | III S Arco shareholders." 

The  swirl  of  corporate 
"■1  activity  pushed  up  Shell 

CrrHIIlOie  Transport  12«.i  to  423’A  on 

vjP  V-A  turnover  of  34m  even  though 

the  company  is  unlikely  to 
4-^’vw*  l-e  m-J  make  any  deals  until  it  has 

iUi  JLMJL  sorted  out  its  cost-cutting 

programme. 

■ SfTTSSTSSSS;  Railtrack  investors 

COMPANIES  REPORT seemed  to  suffer  another 


By  Peter  John,  Martin  Brice 
and  Simon  BemJwtt 

It  looks  like  BP  Amoco 
intends  to  squeeze  fund 
managers  until  the  pips 
squeak. 

The  prospect  of  a merger 
with  Atlantic  Richfield  of 
the  US  raised  the  pressure 
on  institutions  that  are  still 
struggling  to  adjust  weight- 
ings for  the  tie-ap  between 
BP  and  Amoco. 

Dealers  said  soaking  up 
another  company  in  an  all- 
paper deal  could  boost  BP  to 
more  than  10  per  cent  of  the 
Footsie.  “It's  becoming  the 
monster  in  the  machine.  You 
just  have  to  have  it."  a 
trader  said. 

The  squeeze  effect  is  likely 
to  be  exaggerated  by  the  cost 
savings  that  would  be  gener- 
ated by  an  Arco  deal,  partic- 
ularly in  Alaska. 

However,  the  market  was 
not  prepared  to  bet  the  farm 
until  it  saw  the  fine  print. 
From  being  up  more  than  50 
in  early  dealing,  the  shares 
ended  the  day  40  better 
£10.77.  Volume  was  chunky 
at  24m  shares. 

Steve  Turner  at  HSBC 
Securities  said:  “The  overlap 
and  cost  savings  are  signifi- 
cant. but  we  don’t  know  the 
terms  of  the  deal  and  how 
much  of  the  synergies  BP 


attack  of  the  jitters  amid 
reports  of  a tighter  regula- 
tory regime.  The  stock  was 
once  a market  darling,  but 
completely  missed  out  on 
the  FTSE  100  party  as  it  lost 
1.5  per  cent  or  21  to  £14.55. 

One  seasoned  trader 
expressed  surprise  that  the 


FT  30  INDEX 


shares  should  react  so  vio- 
lently to  regulatory  fears 
that  have  long  been  in  the 
price. 

Two  factors  that  would 
increase  volatility  in  the 
shares  are  the  company’s 
Network  Management  State- 
ment, unveiled  last  week, 
and  the  appointment  of  the 
new  rail  regulator,  but  these 
have  been  known  about  for 
some  time. 

It  seems  more  likely  that 
the  shares  suffered  because 
investors  have  recently 
tended  to  shift  away  from 
classic  defensive  stocks  such 
as  Railtrack  towards  shares 
likely  to  benefit  in  the  early 
part  of  any  recovery  cycle. 
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SEA0  boosts  89  317  83.951  84.572  97.383  90.832  79577 

But,  turner  Emit  87945  82301  34785  32405 

EgudY  bargain  - - 70.805  119.965  65.123  56.749 

Stoss  tedeq  nmt  - - 1 187.0  1909.8  317.1  B478 

Total  market  baigamst  - 84,141  85.301  15X824  79555 

Total  tomorer  Cm#  - 5978.4  73652  11731.2  6474.4 

ToM  awa  traded  (nut  9 BIT  13312  1652-5  2529.0  1390.6 - 

TiadepaU  tcmover  r£ml  1X3  25.3  40  4 438  359  34.7 

TTOdepamt  shr;  Iradedfmj  7 2 103  153  11)  132  9.0 

tbdutog  n+otaUl  ana  omasa  timer  ha  nfcdng  Cnsr  amevn  IK  cnty  tnea  a 6pm  ; l*  oha 
Mrs- norm)  nmom 


London  market  data 


Rises  and  taria* 

[ 52  Week  trips  and  lows  i 

LBFFE  Equity  options 

Total  RL*3 

891 

| Total  l^ts  62 

Total  c&Ahcb 

24.764 

Total  Fafia 

646 

• Told  ins  22 

Cafts 

8897 

Same 

1J23 

Puls 

15.787 
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such  as  British  Airways  and 
P&O. 

Railtrack  shares  floated  in 
1996  at  380p.  reaching  a high 
of  £17.68  in  November  as 
investors  sought  refuge  from 
global  market  turmoil.  How- 
ever, a growing  belief  that 
economies,  including  the 
UK.  were  likely  to  avoid  the 
worst  effects  of  a recession, 
have  seen  Railtrack  shares 
trade  sideways.  Since  Octo- 
ber they  have  traded  around 
£15. 

P & O.  which  last  week 
reached  one  of  its  highest- 
ever  levels  as  it  announced  a 
shake-up  in  its  corporate 
activities,  lost  some  of  its 
lustre  and  closed  off  3S  at 
9l3'/zp.  It  had  spent  much  of 
the  past  10  years  about  loop 
either  side  of  600p,  but  last 
week's  news  saw  it  surge 
through  that  trading  range. 

The  951’  ip  it  touched  on 
Friday  was  its  highest  apart 
from  the  £10.02  briefly 
reached  last  July.  The  move 
towards  conversion  to  a 
maritime  leisure  stock  has 
produced  some  valuations  of 
the  company  near  £13. 

Conspiracy  theorists  were 
out  in  force  over  Glaxo  Well- 
come yesterday  after  news 
that  the  pharmaceuticals 
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U.S.  $30,000,000 
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CREDIT  D’tQUIPEMENT 

DES  FETTTES  ET  MOYENNES  ENTERPRISES 

Undated  Subordinated  Floating  Rate  Notes 

For  the  Interest  Period  from  March  30,  1999  to  September 
30,  1999  the  rate  has  been  determined  at  6.86125%  per 
annun.  The  amount  payable  on  September  30, 1999  per  U.S. 
$1 .000,000  principal  amount  of  Notes  wfllbeU.S.  $35,068.61 . 

By:  The  Chase  Manhattan  Bank 
London,  Agent  Bank 

March  30, 1 999  O ^ 


U.S.  $150,000,000 

Credit  Suisse  first  Boston  (International)  AG 

Junior  Guaranteed 

Undated  Floating  Rate  Notes 

Guaranteed  on  a subordinated  basis 
as  to  payment  of  principal  and  interest  by 

Credit  Suisse  first  Boston  (International)  AG 


interest  Rate 
Interest  Period 

interest  Amount  due 
30th  June  1999 
PWU.S.S  5,000  Note 
per  U.S.  SI  00,000  Note 


5.125%  per  annum 
30th  March  1999 
30th  June  1999 


U. S.  $ 65.49 
U.S.  $1,309.72 


Credit  Suisse  First  Boston  (Europe)  Ltd. 

Agent 
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NOTICE  TO  THE  HOLDERS  OF 
ARBED  SJL  DEM  216,600,000 
2-50%  Senior  Convertible  Notes  due  2003  of  which 
DEM  112^245,000  arc  being  outstanding  as  of  this  date 
ISIN  CODE:  XS0044S47977 

In  acajrdaiw  witti  candbon  TledempDon  erf  Notes  31  tfvj  Option  of  the 


'-onfjnans^  nonce  is  nerecy  gwen  10  The  hddeis  at  Notes  that  the  Issuer  has 
oeovted  10  redeem  on  April  35. 1999  all  rtores  men  outstanding  ar  the 
fJ?t,empDon  01 ®.  together  vwth  accrued  mterest  in 

ihe  amoirfir  o/ DEM  S3  96  psr/itote  to  tie  redeemed 

In  aaardance  rf.ith  the  Terms  and  Comiaons.  the  appicahie  Redemption  Ptoce 
01 3 Note  iwiher  with  ntarest  pad  and  accrued  interest  to  he  tad  thereon 
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the  issue  date  thereof 
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wrh  Busness  D at  preceding  the  date  L-ed  lor  the  redemption  of  the  Note  to 
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condition  'Conuerson  Rights'  of  the  Terms  and  Condtnoru 

Captaksfid  terms  not  otherwise  dehned  heron  shal  have  the  respective 
meanings  sex  forth  in  the  Terms  and  Conditions 
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group  bad  been  chatting  to 
Bristol  Myers  Squibb. 

The  argument  went  along 
the  lines  that  Glaxo  had 
somehow  encouraged  the 
reports  to  ensure  that  Smith- 
Kline  Beecham  would  be 
stung  into  action  and  Jan 
Leschly,  its  independent 
chief  executive,  would  phone 
Glaxo  begging  to  do  a deal. 

However,  analysts  who 
bad  been  around  the  block 
more  than  once  took  a sim- 
pler line.  “They  are  not  that 

FTSE  share  dassfficafion 

• New  sector  classifications 
for  FTSE  UK  index  companies 
come  into  effect  on  April  1. 

This  Saturday’s  FT  wfll  include 
a comprehensive  A-Z  guide  to 
toe  classification  of  companies 
in  our  London  Share  Service. 


sophisticated  and  Smith- 
Kline  knows  there  is  an  open 
door  to  Glaxo  anyway one 
said.  “The  only  dear  mes- 
sage is  that  Glaxo  wants  to 
do  a deal.  It  needs  to  if  it  is 
going  to  maintain  earnings 
growth." 

Glaxo  rose  S3  to  £19.79  and 
SmithKline  32V*  to  S55'.;p. 
Shortly  after  London  closed, 
Bristol  Myers  was  up  $2  at 
561. 

News  that  ICI  is  about  to 
get  rid  of  a considerable 
amount  of  baggage  shunted 
the  stock  to  the  top  of  the 
Footsie  outperformer  list. 

However,  the  rise  of  34  to 
561  p looked  less  exciting  in 
the  context  of  recent  trading. 
The  shares  had  fallen 


sharply  after  opening  at  5Slp 
at  the  start  of  last  week. 

Analysts  were  generally 
pleased  with  the  news  that 
ICI  was  in  talks  with  Hunts- 
man Corp  of  the  US  and  oth- 
ers regarding  its  disposal 
programme. 

Martin  Evans,  the  Suther- 
lands analysts  who  has  been 
persistently  bearish  on  the 
stock,  showed  signs  of  thaw- 
ing yesterday.  “The  market 
will  be  at  least  relieved  that 
they  have  made  serious 
inroads  into  their  L£4bn]  debt 
mountain.  Short-term  it  can 
only  be  helpful." 

Safeway  was  the  best  per- 
former amongst  food  retail- 
ers . rising  15^1  to  253^<  on  a 
volume  of  18m  after  Credit 
Lyonnais  Securities  rated 
the  stock  a “buy"  in  its  sec- 
tor review. 

Football  Club  Manchester 
United  fell  4 to  21 T =p  ahead 
of  interims  on  Tuesday. 

A downgrade  of  GUS  by 
both  Cazenove  and  Credit 
Suisse  First  Boston  sent  the 
shares  down  23  to  690p. 

Shares  in  information 
technology  group  Morse 
were  down  5 at  2 top  ahead  of 
the  first  day's  trading  on 
Tuesday.  Bine  Circle  saw- 
brisk  trade  of  4.3m  following 
results  at  the  bottom  range 
of  expectations,  and  the 
shares  were  off  4'.i  at  363:ip. 
He  remain  distinctly  scepti- 
cal." 

Frederick  Cooper,  the 
small  engineer,  was  a penny 
firmer  at  43:*p  as  it 
announced  its  first  interim 
dividend  for  two  years.  The 
stock  is  above  its  nadir  of 
235p  touched  last  year  but 
well  below  the  £11.70 
reached  in  1995. 

British  Telecom  recovered 
some  of  last  week's  losses  by 
rising  58  to  £10.14  Vodafone 
closed  up  46  at  £10.94. 

The  long-mooted  consoli- 
dation in  the  fragmented 
pub  sector  came  one  step 
closer  yesterday  as  Enter- 
prise Inns,  dawn  7 to  373'- ip. 
made  a hostile  bid  of  150p  a 
share  for  Century  Inns,  up 
261:  at  141  V*p, 
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■ Major  Stocks  yesterday. 
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STOCKS  MARKETS 


Mergers  inject  new  life  back  into  bourses 


MARKET  FOCUS 


WORLD  OVERVIEW 

A revival  of  global  merger 
activity  meant  equity  mar- 
kets were  able  to  shake  off 
some  of  last  week's  lethargy, 
write#  Philip  Coggan. 

Weekend  news  of  the  deal 
between  Nissan  and  Renault, 
the  planned  takeover  of 
Atlantic  Richfield  by  BP 
Amoco  and  the  revelation  of 
failed  talks  between  Glaxo 
Wellcome  and  Bristol  Myers 
Squibb  kept  the  speculative 
pot  bubbling. 


Takeovers  help  equity 
markets  in  a number  of 
ways  - by  injecting  cash 
back  into  the  market,  by 
offering  the  prospect  of 
improved  earnings  through 
cost-cutting  and  by  making 
investors  reluctant  to  be 
underweight  the  market. 

investors  seemed  as  if  they 
were  looking  far  a reason  to 
buy  the  market  last  week 
and  takeovers  provided  the 
spur.  Wall  Street  was  strong 
from  the  start  of  trading, 
with  the  Dow  Jones  Indus- 


trial Average  making  a run 
at  10,000  just  before  lunch- 
time in  New  York. 

There  were  further  signs 
that  the  conflict  in  Kosovo 
was  having  an  adverse  effect 
on  the  euro,  but  very  little 
evidence  of  a similar  effect 
on  the  equities  markets, 
indeed,  the  weakness  of  the 
single  currency  gave  a lift  to 
European  bourses  by 
improving  export  prospects. 

The  Frankfurt  and  Zurich 
markets  both  gained  more 
than  l per  cent  and  Paris 


notched  up  a 0.9  per  cent 
gain. 

Some  of  the  recent  volatil- 
ity in  markets  has  been  due 
to  signs  of  improving  eco- 
nomic growth.  While  higher 
growth  should  boost  corpo- 
rate earnings,  the  prospect 
has  pushed  up  bond  yields, 
stretching  valuations. 

Joe  Rooney,  global  strate- 
gist at  Lehman  Brothers, 
said:  “The  downward  trend 
to  earnings  revisions,  which 
reached  its  nadir  last 
November  in  the  aftermath 


of  the  Russian  debacle,  looks 
to  have  been  decisively  bro- 
ken with  as  strong  a 
rebound  as  has  occurred  this 
decade. 

“A  market  backdrop  com- 
posed of  a brightening  out- 
look for  earnings  has  typi- 
cally been  a favourable  one 
for  cyclical  stocks,”  added 
Mr  Rooney.  “The  case  for 
cyclical  exposure  is  as  its 
strongest  in  continental 
Europe." 

On  the  subject  of  bonds. 
Gerald  Holtbam.  global 


strategist  at  Norwich  Union, 
said  the  group  had  taken  a 
tactical  underweight  posi- 
tion in  US  Treasuries. 

“If  the  oil  price  stays 
where  it  is.  US  inflation 
could  be  2’ i per  cent  in  a 
couple  of  months  and  2*i  per 
cent  by  the  end  of  the  year.” 
he  said.  “That  could  drive 
bond  yields  up  to  6 per 
cent." 

Mr  Holtbam  believes  such 
a bond  market  movement 
could  cause  a 10-15  per  cent 
correction  on  Wall  Street. 


Dax  can  look 
to  bright  side 


Energy  sector 
switched  on 
by  oil  talks 


Frankfurt  loses  its  caution 


EUROPE 


AMERICAS  

News  of  a series  of  mergers 
in  the  pipeline  gave  Wall 
Street  an  early  boost,  lifting 
the  Dow  Jones  Industrial 
Average  close  to  10.000  at 
midsession,  icriies  John 
Labate  in  iWu'  York. 

The  energy  sector  stole  the 
limelight  on  reports  that  BP 
Amoco  was  in  talks  to 
acquire  Atlantic  Richfield. 
Also  helping  sentiment  was 
an  early  rise  in  oil  prices. 

Arco  gained  S6}-i  or  more 
than  10  per  cent  to  $72.  while 
Texaco  was  up  6.3  per  cent 
or  S3 1 1 at  Say,1..  Among  Dow 
shares.  Chevron  was  one  of 
the  strongest  performers,  up 
12:«  at  S*9|i 

Other  oil-related  shares 
were  also  in  demand.  Oil 
equipment  and  service  com- 
pany Baker  Hughes  rose  Si 
at  $24  i£  after  Morgan  Stanley 
raised  its  rating  on  the  stock 
to  "strong  buy". 

Nearly  all  Dow  shares 
were  higher,  sending  the 
blue-chip  index  154.01 
higher,  a gain  of  1.6  per  cent, 
to  9.1)76.25.  The  broader  Stan- 
dard & Poor's  500  index  was 
up  22.96  or  1.8  per  cent  at 
1.305.76. 

Shares  of  Kingworld  Pro- 
ductions were  Slu  higher  at 
S3I'»  on  a report  the  com- 
pany was  in  takeover  talks 
with  broadcaster  CBS.  CBS 
was  up  Sji  to  S40j£. 

Leading  pharmaceutical 
shares  were  higher  on  specu- 
lation that  Glaxo  Wellcome 
of  the  UK  was  in  talks  with 
other  key  producers.  Bristol 
Myers  Squibb  was  Sg'i 
higher  at  S61V  Warner-Lam- 
bert gained  S2&  at  $70‘  i. 

As  stocks  climbed.  US 


Treasuries  sold  off.  with  sen- 
timent dampened  on  new 
corporate  debt  Issues  and  as 
oil  prices  rose  In  early  trad- 
ing. The  30-year  Treasury- 
bond  lost  si  at  jug,  sending 
the  yield  higher  at  5.639  per 
cent. 

High-tech  shares  were 
strongly  bid,  sending  the 
Nasdaq  composite  index 
49.88  higher  to  2,469.05.  Sun 
Microsystems  climbed  £6  or 
more  than  5 per  cent  to 
$122':  in  the  anticipation 
surrounding  its  alliance  with 
America  Online. 

Online  bookseller  Ama- 
zon.com was  up  $10ft  to 
SZ49%  after  the  company 
said  it  would  launch  an 
online  auction  site.  eBay 
shares  were  down  S53a  to 
S149‘k  on  the  announcement. 

TORONTO  continued  to 
push  higher  in  early  trading, 
adding  to  the  gains  built  up 
in  the  final  three  days  of  last 
week  as  Wall  Street  made  a 
rampaging  start  to  the 
session. 

Financials  stayed  in 
favour,  notably  the  leading 
banks  where  Royal  Bank  of 
Canada  gained  45  cents  at 
CS69.40  and  Toronto- Domin- 
ion put  on  C$1.45  at  CSG7.20. 
Canadian  Imperial  improved 
40  cents  at  CS39. 

Both  golds  and  telecoms 
were  mixed.  Barrick  added 
10  cents  at  CS26.45,  but  rival 
raining  blue  chip  Placer 
Dome  lost  15  cents  at 
C$16.95. 

In  telecoms,  BCE  lest  70 
cents  at  CS69.70  while  North- 
ern Telecom  rose  C$1.70  to 
C$95,75. 

At  the  noon  calculation, 
the  300  composite  index  was 
up  30.80  at  6,666.0. 


Telmex  upgrade  fuels 
Mexico  City  advance 


MEXICO  CITY  rallied 
strongry.  boosted  by  the 
bounce  for  US  equities  and  a 
broker  upgrade  for  Telmex. 
the  market  heavyweight 
Brokers  said  volumes  were 
thin  with  many  traders  mak- 
ing an  early  start  to  book- 
squaring  ahead  of  the  Easter 
long  weekend.  Morning  trad- 
ing volumes  extended  to  less 
than  20m  shares. 

It  took  only  limited  buying 
to  push  the  market  higher. 
Telmex  was  an  obvious 


feature  following  an  upgrade 
from  “no  action"  to  “buy"  at 
Paribas.  Telmex  added  75 
centavos,  but  by  mid-mom- 
ing  the  gains  bad  been  pared 
to  50  centavos  at  30.75  pesos. 

At  midsession,  the  bench- 
mark IPC  index  had 
improved  54.14  at  4,790.72. 

SAO  PAULO  made  a 
steady  start,  retracing  part 
of  Friday’s  modest  losses  in 
early  trading.  At  mldsession. 
the  Bovespa  index  was  up  23 
at  10.888. 


Shares  in  FRANKFURT 
rallied,  with  the  Xetra  Dax 
rising  67.62  or  1.4  per  cent  to 
4,867.21.  seemingly  pushing 
to  one  side  the  caution  that 
sent  the  market  down  6.1  per 
cent  last  week. 

Leading  utility  Viag  led 
the  performance  charts  an 
the  weekend  news  of  man- 
agement changes  at  Alu- 
suisse  Lonza.  These  were 
widely  interpreted  as  putting 
V lag’s  planned  takeover  of 
Algroup  back  firmly  on 
track  and  in  the  process 
lifted  the  utility's  shares  €31 
or  6 per  cent  to  €511. 

Elsewhere  in  the  sector 
Veba  rose  €1.05  to  €49.95  but 
RWE  was  a dull  market. 

The  FlilE  SOD  index ’feii 

19.11  or  1.54  par  cent  to 
1,256.77.  See  Em  Prices  page. 

closing  all  square  at  €42 
after  a downgrade  from 
“market  performer"  to  “ mar- 
ket underperformer”  at  J.P. 
Morgan. 

Insurance  stocks,  notably 
weak  on  Friday,  rallied  after 
Munich  Re  attempted  to 
clear  some  of  the  fog  away 
from  the  vexed  question  of 
heavier  taxes.  It  said  new 
tax  rules  would  be  less  oner- 
ous than  anticipated,  and 
the  shares  jumped  €3  to 
€184.  Allianz  gained  €4.50  at 
€285.50. 

In  advance  of  this  week's 
run  of  news  events,  motors 
were  buoyant.  Daimler- 
Chrysler  added  98  cents  at 
€80.98  ahead  of  what  is 
widely  seen  as  an  upbeat 
annual  conference  tomor- 
row. BMW.  which  holds  its 
annual  news  conference 
today,  improved  €23.50  to 
€651.50,  while  VoLkswagen 
hardened  13  cents  to  €60.13. 

PARIS  moved  higher,  with 
the  CAC-4Q  adding  37.94  at 
4,153.65. 

Renault  improved  as 
investors  warmed  to  the  lat- 
est assessment  from  the 
management  of  the  motor 
giant  of  the  tie-up  with  Nis- 
san of  Japan.  The  shares,  up 
7 per  cent  at  one  stage,  came 
off  their  session  highs  to 
close  €1  better  at  €35. 


y.  firm  feature  with  investors 

c®  pushing  takeover  hopes  back 

Sim  pries  and  bate  (reamed)  to  the  t0p  of  the  agenda. 

Algroup  gained  SFr36  at 

,w  — SFrl,660. 

JL  Before  today's  news  con- 

105  J \ ference.  Roche  rose  SFr245 

1 \ Cv  /V  Vgtnjrvn,  . to  SFrl7,945.  while  rival 

| j\  § Nsjfil  I drugs  leader  Novartis 

100  LA — — Z\ .A F^a.— j improved  SFr25  to  SFr2.3S5. 

V w I _^3evv/#'o.  //  fSJ  Ciba.  boosted  by  positive 

\ SL  broker  comment,  rose  SFr4 

95 A /Nr  / — — v: — vylyv- to  SFrll3.75. 

a / v \r  Nordic  markets  caught  the 

gd  | *vVy  , v»ag eye  on  a day  when  trading 

5ggs  Ha,  volumes  were  mostly  on  the 

_ low  side. 

arafitttamKY  HELSINKI  pushed  up  to 

within  a whisker  of  a record 

Rising  oil  prices  and  the  agencies.  Unique  rose  €2  to  high  with  market  heavy- 
merger  between  BP  Amoco  €28.30  and  Brunei  €1.50  to  weight  Nokia  continuing  to 
and  Atlantic  Richfield  €18.90.  Randstad  improved  gain  from  the  strong  perfor- 
buoyed  French  oil  stocks.  Elf  40  cents  to  €43.15  but  Vedior  mance  of  tech  stocks  on  Wall 
jumped  €6  to  €131  and  Total  came  off  45  cents  at  €20.55.  Street. 

€1.40  to  €114.0.  Among  blue  chips.  Royal  Nokia  rose  €1.50  to  €140.  a 

Defence-related  stocks  Dutch  continued  to  warm  to  fresh  peak  for  the  year.  At 
stayed  firm.  Thomson  CSF  the  unproved  oil  price  back-  the  close,  the  Hex  index  was 
led  the  way,  rising  €1.50.  or  ground,  adding  a further  up  l.l  per  cent  at  6,466.01  - 
5.4  per  cent  to  €29.50  after  €1.65  at  €50.  Philips  gained  just  2 paints  short  of  a 
announcing  a deal  worth  €1.95  to  €74.35  while  in  record. 


€1.40  to  €114.0. 
Defence-related 


Street. 

Nokia  rose  €1.50  to  €140.  a 


announcing  a deal  worth  €1.95  to  €74.35  while  in 
£23m  with  the  British  Minis-  financials  ABN  Amro  added 
try  of  Defence  to  supply  40  cents  at  €19.20. 


L.95  to  €74.35  while  in  record, 
eancials  ABN  Amro  added  COPENHAGEN  ended 
i cents  at  €19.20.  lower  with  a bad  day  for 

Media  groups  were  active.  Tele  Danmark  and  the  bank- 
NU  rose  €1.25  to  €34.75  and  mg  sector  sending  the  KFX 


communication  systems  for  Media  groups  were  active.  Tele  Danmark  and  the  bai 
military  aircrafts.  VNU  rose  €125  to  €34.75  and  mg  sector  sending  the  K 

Hotelier  Accor  was  top  Elsevier  gained  65  cents  or  Index  down  2.42  at  195.85. 
performer,  rising  €14.10  or  5.2  per  cent  to  €13.25.  Brokers  said  trading  \ 

6.4  per  cent  to  €234.80  ahead  ZURICH  responded  to  the  urnes  were  slim.  In  the  ■ 


6.4  per  cent  to  €234.80  ahead  ZURICH  responded  to  the 
of  its  full-year  results  due  early  gains  on  Wall  Street 
out  today.  Analysts  at  Leh-  plus  a strong  dollar  with  a 
man  brothers  considered  the  steady  improvement.  At  the 
stock  sharply  undervalued  dose  the  SAO  index  was  78.1 
in  the  face  of  an  industry  higher  at  7,086.3. 
upturn.  Financials  had  an  active 

France  Telecom,  however,  session  with  CS  Group  rising 


5.2  per  cent  to  €13.25.  Brokers  said  trading  vol- 

ZURICH  responded  to  the  urnes  were  slim.  In  the  cir- 
early  gains  on  Wall  Street  cumstances  a dramatic  surge 
plus  a strong  dollar  with  a for  shipping  group  J taunt- 
steady  improvement.  At  the  zan  dominated  trading. 


stock  sharply  undervalued  dose  the  SAD  index  was  78.1  Boosted  by  disposal  news, 
in  the  face  of  an  industry  higher  at  7,086.3.  the  shares  jumped  DKrT4  or 

upturn.  Financials  had  an  active  16.6  per  cent  to  DKr524. 

France  Telecom,  however,  session  with  CS  Group  rising  - 

performed  poorly,  falling  SFr8.50  to  SFr276.S0  and  UBS  Written  and  edited  by  Jeffrey 
€1.25  to  €71.75  after  Gold-  adding  SFr4.30  at  SFr463.  Brown,  Florlan  Gimbel,  Paul 
man  Sachs  cut  its  price  tar-  Alusuise  Lonza  was  also  a Grogan  and  Claire  Barron 


man  Sachs  cut  its  price  tar- 
get to  €82  from  €86.50  in 
response  to  the  company’s 
1998  results. 

AMSTERDAM  added  9.0  at 
534.56  on  the  AEX  index, 
although  most  of  the  day’s 
action  was  on  second-line 
stocks  following  the  news 
that  Jobs  agency  Content 
was  in  takeover  talks. 

Content  surged  €11.20  or 
51.4  per  cent  to  €33  on  news 
of  a possible  bid  from  Creyf 
of  Belgium.  The  announce- 
ment sparked  talk  of  an 
immediate  counterbid  from  a 
Dutch  employment  agency, 
with  most  commentators 
pinpointing  Vedior  as  a pos- 
sible additional  suitor. 

Among  other  Dutch  job 


Grogan  and  Claire  Barron 


If  the  adage  is  right  and  rhe 
best  time  to  buy  is  when  the 
market  is  dotvn.  then  inves- 
tors should  be  flocking  to 
Germany. 

After  a brief  rally  in  early 
January,  the  German  stock 
market  has  trailed  interna- 
tional exchanges.  Even  the 
resignation  of  Ossar  Lafon- 
taine  as  finance  minister  on 
March  11-  interpreted  by 
business  as  the  bast  news  of 
the  year,  has  failed  to  propel 
the  benchmark  Xetra  Dax 
index  back  to  5.000.  where  it 
closed  last  year. 

Analysts  say  the  Das  is 
likely  to  remain  under  pres- 
sure during  April  and  May. 
when  the  first-quarter 
results  of  many  companies 
are  expected  to  reflect  the 
impact  of  the  economic  and 
financial  crises  in  Japan, 
south-east  Asia,  Russia  and 
parts  of  Latin  America. 

“A  further  downside  factor 
is  the  risk  of  a correction  on 
the  US  market,  if  a substan- 
tial interest  rate  hike  there 
is  followed  by  a downward 
valuation  adjustment,"  says 
Wolfgang  Sawazki  of  West- 
deuische  Landes bank.  “So 
there  is  much  to  indicate 
that  the  current  phase  of 
uncertainty  will  continue  in 
the  next  few  weeks.” 

However,  the  outlook  is 
not  uniformly  bleak.  The 
euro's  weakness  should  have 
a positive  effect  on  the  per- 
formance of  German  export- 
ers in  the  second  half. 
Although  many  investors 
were  disappointed  by  the  rel- 
atively large  wage  settle- 
ments won  last  month  by  JG 
Metall  and  other  German 
trade  unions,  the  euro's 
8 per  cent  fall  against  the 
dollar  since  January  will 
partly  offset  higher  unit 
wage  costs. 

Company  earnings  fore- 
casts Tor  2000  are  likely  to  be 
more  promising  than  those 
for  this  year.  And  the  pros- 
pect of  share  buy-backs, 
recently  permitted  by  law 
for  the  first  time  in  Ger- 
many. should  increase  the 
appetiie  of  Investors  for  Ger- 
man stocks. 


Gemou  equities 
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3Ir  Lafontaine’s  departure 
seems  certain  to  lift  business 
confidence  as  Chancellor 
Gerhard  Schroder's  centre- 
left  government  adopts  poli- 
cies friendly  to  the  private 
sector. 

“There  is  still  hope  of  a 
fundamental  change  in  eco- 
nomic policy,  and  that  is  per- 
fectly justified  because 
Scbrfider  has  to.  do  every- 
thing he  can  to  meet  his 
election  promises  of  a signif- 
icant reduction  in  unemploy- 
ment." says  Gerhard  Grebe 
of  the  investment  bank 
Julius  Bar. 

True,  the  government  has 
gone  ahead  with  the  tax 
changes  that  provoked  such 
hostility  from  insurance  and 
energy  companies,  which 
complained  before  Mr  Lafon- 
taine's  resignation  that  they 
would  have  to  pay  billions  of 
D-Marks  more  in  taxes. 

But  the  world's  largest 
reinsurer,  Munich  Re. 
acknowledged  last  week,  the 
eventual  tax  bill  is  unlikely 
to  be  as  big  as  first  feared. 
There  is  also  some  hope  of 
corporate  tax  reform  in  2000. 

The  German  stock  market 
has  priced  in  most  of  the  bad 
news,  but  has  yet  to  price  in 
all  the  good  news.  “The  mar- 
ket Is  technically  oversold, 
and  international  investors 
are  underweight  in  German 
stocks.  This  alone  offers 
potential  for  a technical 
recovery,"  said  Mr  Sawazki. 
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Gold  rally  rescues  Jo’burg 


SOUTH  AFRICA 


Shares  in  Johannesburg 
ended  above  the  day's  lows, 
thanks  partly  to  a late  rally 
among  the  industrial  sectors 
and  golds. 

At  the  close  of  trading  the 
all  share  index  was  off  21.6 


at  6.439.0  after  touching  a 
low  for  the  session  of  6,410.7. 
Activity  levels  were  modest 
with  many  traders  running 
down  their  books  ahead  of 
the  Easter  break. 

Industrials  ended  4.3  bet- 
ter at  7,539.0  while  golds 
improved  7.3  at  2,840.6. 


Tokyo  splutters  to  end  of  year 


ASIA  PACIFIC 

Investors  in  TOKYO  wound 
down  their  activities  ahead 
of  tomorrow's  fiscal  year-end 
and  the  benchmark  index 
closed  little  changed.  The 
Nikkei  225  Average  ended 
8.15  lower  at  16,008.84.  after 
trading  between  16.185.3  and 
16.002.28  during  the  day. 

Other  indices  also  moved 
narrowly,  with  the  weighted 
Nikkei  300  index  losing  0.15 

per  cent  or  0.39  to  254.68, 
while  the  broader  Topix 
index  of  first-sector  stocks 
improved  0.07  per  cent  or 
0.89  to  1,268.67.  Volume  was 
low  at  379m  shares,  with  S57 
rising  and  525  falling. 

The  securities  sector  fell 

3.5  per  cent  - the  worst  per- 
former of  the  day  - after  the 
three  biggest  brokers 
warned  on  Friday  that  they 
would  he  posting  heavy 
group  net  losses  for  the  1998 
fiscal  year. 

Nomura  Securities  lost  4.2 
per  cent  or  Y55  to  Yi.270. 
Daiwa  Securities  fell  1.9  per 
cent  or  Y12  to  Y635  and 
Nik  kg  Securities  was  down 
1.9  per  cent  or  YU  to 
V574. 

Sumitomo  Metal  Indus 
tries  was  the  heaviest  traded 
slock  of  the  day  and  climbed 

5.5  per  cent  or  YS  to  Y153.  its 
shares  were  bought  after  it 
announced  on  Friday  that  it 
would  jointly  develop  and 
produce  silicon  wafers  for 


Hong  Kong 

Hang  Seng  index  fQOO} 
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semiconductor  devices  with 
Mitsubishi  Materials. 

A similar  announcement 
from  Softbank  last  week  that 

It  would  join  Microsoft  and 
Yahoo  Japan  to  sell  cars 
over  the  internet  also  gave 
momentum  to  its  shares. 
Softbank  closed  up  5.3  per 
cent  or  Y640  to  Y 12.800. 

In  Osaka,  the  OSE  index 
was  up.  gaining  79.79  points 
to  17.017.52. 

HONG  KONG  moved  lower 
in  thin  volumes,  hit  by  unfa- 
vourable corporate  news 
plus  negative  pressure  from 
the  derivatives  markets 
ahead  of  today's  futures 
expiry. 

By  the  close  of  a session  In 
which  turnover  had  trailed 
back  to  HKS3.7bn  from 
HK$4.5bn  on  Friday,  the 
Hang  Seng  index  was  off 


114.84  or  l.l  per  cent  at 
10.688.47  after  touching  a low 
of  10.628.06. 

Brokers  said  futures  trad- 
ing had  weighed  heavily  on 
sentiment,  with  the  March 
futures  contract  that  expires 
today  sliding  115  points.  The 
total  number  of  declining 
shares  in  the  cash  market 
outpaced  risers  350  to  116. 
The  mood  was  also  hindered 
by  results  from  New  World 
Development,  which  fell 
short  of  expectations. 

New  World  fell  30  cents  or 
1.9  per  cent  to  HKS15.50  and 
the  rest  of  the  property  sec- 
tor moved  lower  in  sympa- 
thy. Sun  Hung  Kai  lost 
HKS1.50  at  HK$54  and 
Cheung  Kong  HK*1  at 
HKS5G. 

SYDNEY  ended  lower  in 
spite  of  gams  by  selected 
energy  stocks.  The  All  Ordi- 
naries index,  which  hit  a 
record  high  on  Friday, 
closed  off  22.6  at  2,974  in 
modest  profit-taking.  Vol- 
umes were  dull. 

BHP  unwound  some  of  the 
strong  gains  built  up  ahead 
of  Friday's  be tter-than -expec- 
ted results,  shedding  55 
cents  or  3.9  per  cent  at 
AS13.70.  Strong  international 
oil  prices  sent  Woodside 
Petroleum  and  Santo  up  8.9 
cents  and  7 cents  respec- 
tively to  AJ0.63  and  AS4J0. 

TAIPEI  succumbed  to 
profit-taking,  with  the 
recently  buoyant  electronic 


sector  leading  the  way  down. 
The  weighted  index  closed 
131.57  or  1.87  per  cent  lower 
at  6,901.68,  after  surging 
briefly  above  the  7.000  leveL 

Modest  volume  and  declin- 
ing April  index  futures 
suggested  increasing  inves- 
tor caution.  The  closely 
watched  electronics  sector, 
which  has  fuelled  the  mar- 
ket's rally  this  month,  was 
hardest  hit  by  faltering  con- 
fidence. 

Fears  of  declining  chip 
prices  weighed  on  the  semi- 
conductor makers,  with 
United  Microelectronics  fall- 
ing TS2.50  to  T$58.  Macro  nix 
shed  TSi-30  to  finish  at 
TS30.6Q  after  reporting  larg- 
er-than -expected  1998  losses. 

SEOUL  was  depressed  by 
profit-taking  and  arbitrage 
selling  ahead  of  tomorrow’s 
fiscal  year-end.  The  compos- 
ite index  closed  8.72  or  1A3 
per  cent  lower  at  601.07.  with 
decliners  outnumbering 
gainers  596  to  217- 

Banking  stocks  bore  the 
brunt  of  the  selling  with 
Hanvlt  Bank  shedding  I 
Wonl.050,  or  8.7  per  cent,  to  I 
WonH.050.  Kookmin  Bank 
fell  Won650  to  Wonl  1,850. 
while  Hana  Bank  lost 
WonSfiO  at  Wonl3,000. 

Net  sales  by  foreign  inves- 
tors put  a further  damper  on 
sentiment.  But  analysts 
expected  the  market  to 
rebound  after  the  start  of  the 
new  fiscal  year. 


The  eye  of  the  migratory  Stone  Curlew  is  capable  of  focussing  on  the  pin-prick 
light  of  distant  stars  dearly  enough  to  recognise  constellations  and  use  them  as 
a navigational  tool. 

Vision  that  delivers. 

To  see  the  future  potential  of  a business  with  the  clarity  needed  to  plot  a new 
course  for  it  and  confidently  pay  the  price  to  acquire  It,  takes  a particular  vision 
Vision  that  we  back  with  the  £850  million  Candover  1997  Fund.  Vision  that  delivers 
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Rising  above 
its  troubled 
neighbours 

Singapore  is  weathering  the  Asian  financial  crisis 
relatively  well,  but  is  having  to  respond  to  a threat 
to  its  competitiveness,  reports  Sheila  McNulty 


As  the  regional  financial 
crisis  intensified  this  past 
year.  Singapore's  better- 
managed  economy  became 
an  affront  to  its  jealous 
neighbours.  Indonesia 
sought  to  put  the  city-state 
in  its  place  by  dismissing  it 
as  a dot  on  the  map  of  south- 
east Asia.  Hong  Kong 
attempted  to  undermine 
Singapore's  achievement*  by 
tagging  it  a controlled  soci- 
ety. And  Malaysia  seized 
control  over  airspace  it  had 
shared  with  Singapore  for 
decades  in  just  one  of  many 
attempts  to  lash  out  at  its 
closest  rival. 

The  ever  so  gentle  diplo- 
macy that  has  ior  years 
characterised  foreign  rela- 
tions In  the  region  has  been 
swept  away  by  the  tide  of 
discontent  that  flowed  in 
with  the  crisis.  Singapore 
has  found  maintaining  rela- 
tions a delicate  affair,  one  it 
has  managed  largely  by  ris- 
ing above  the  provocation  - 
defending  itself  but  going  no 
farther. 

It  has  taken  comfort  in  its 
long-standing  policy  to  main- 
tain strong  political  and 
defence  links  with  powerful 
allies  further  afield.  And 
Goh  Chok  Tong,  the  prime 
minister,  has  spent  much 
time  on  the  road  this  past 
year,  personally  attending  to 
those  relationships. 

Back  home,  the  govern- 
ment has  sent  out  a strong 
message  to  its  neighbours  by 
committing  the  largest  allo- 


cation of  its  budget,  as  in 
previous  years,  to  defence,  at 
25  per  cent  of  total  spending- 
ft  recently  agreed  to  buy 
eight,  US-made  Apache 
attack  helicopters  and 
shipped  eight  jet  aircraft  to 
France  for  one  of  its  many 
training  missions  abroad. 

The  government  has  been 
just  as  aggressive  in 
attempts  to  attract  foreign 
investors,  which  analysts 
note  serve  the  same  purpose 
as  its  defence  links  of  giving 
outsiders  a stake  in  what 
happens  to  the  city-state. 
Singapore  already  is  a global 
manufacturing  and  business 
centre  for  more  than  5,000 
international  companies.  It 
is  the  biggest  hard  disk  drive 
manufacturer  in  the  world 
and  the  world's  third  largest 
oil  refining  centre.  Caltex 
recently  relocated  its  global 
headquarters  to  the  city- 
state. 

Singapore  has  been  able  to 
continue  spending  time  and 
money  courting  foreign 
investors  throughout  the  cri- 
sis as  its  economy  is  not  in 
the  dire  shape  of  those 
around  it.  Although  growth 
slowed  sharply  from  8 per 
cent  in  1997  to  1.5  per  cent  in 
1998,  Singapore  nevertheless 
managed  to  maintain  growth 
while  its  neighbours  suffered 
severe  contractions.  The 
Trade  Development  Board 
wffl  be  organising  100  trade 
missions  and  international 
fairs  this  year  to  keep  the 
momentum  going. 


Singapore's  biggest  prob- 
lem has  been  to  maintain  its 
competitiveness  after  cur- 
rencies in  surrounding  coun- 
tries depreciated  far  further, 
pushing  down  relative  costs 
considerably.  But.  with 
labour  accounting  Tor  50  per 
cent  or  business  costs,  the 
government  addressed  that 
with  a 15  per  cent  cut  in 
overall  wages,  which  the 
public  accepted  without  a 
whimper. 

Not  that  anyone  would 
have  expected  otherwise. 
“It's  not  a society  which 
challenges."  a diplomat 
notes.  It  has  been  taught  not 
to  by  years  of  regimented 
learning  in  schools:  a bar- 
rage of  fines  for  violating 
regulations  ou  everything 
from  the  sale  of  chewing 
gum  to  failing  to  flush  public 
toilets:  propaganda  on  sign 
boards  and  subway  cards 
urging  everything  from 
childbirth  to  courteousness: 
and  restrictions  on  rights 
such  as  free  speech. 

“The  younger  generation 
knows  something  is  amiss.  I 
think  a lot  of  them  really 
want  to  know  more."  says 
Cbee  Soon  Juan,  secretary- 
general  of  the  opposition 
Singapore  Democratic  Party. 
“They've  been  in  a strait- 
jacket  all  these  years." 

It  will  be  difficult  to  break 
out  of  it  without  the  consent 
of  the  People's  Action  Party 
(PAP),  which  has  ruled  since 
Singapore  obtained  auton- 
omy from  the  UK  in  1969.  Mr 


Aswan  leaders  united  at  the  dose  of  a summit  in  Hanoi  tost  December.  Now,  Singapore  finds  maintaining  relations  with  some  ol  Its  regional  neighbours  a delicate  affair  A P 


Chee  tried,  nevertheless,  in 
recent  months  by  speaking 
in  public  without  the 
required  police  permit  to 
challenge  what  he  says  is  a 
regulation  violating  his  con- 
stitutional right  to  Tree 
speech.  He  was  arrested  and 
fined  - and  as  a result  be  is 
now  barred  from  running  For 
office  for  five  years. 

But  diplomats  say  the 
authorities  have  shown  a 
touch  more  tolerance  by 
engaging  in  debate  on  the 
issue  in  the  government- 
influenced  press.  Many  Sin- 
gaporeans believe  the  issue 
is  important  but  do  not  sup- 
port attempts  to  challenge 
the  government  when  it  is 
working  hard  to  steer  the 
city-state  safely  through  the 
regional  financial  crisis. 

Support  for  the  PAP  has 
grown  in  the  past  year,  a 
tribute  to  the  levelheaded- 
ness it  has  displayed,  com- 
pared with  the  intervention- 
ism of  Hong  Kong,  the 
antagonistic  approach  taken 
by  Malaysia,  and  the  power 


vacuum  in  Indonesia.  The 
government  has  refused  to 
bail  out  favoured  companies 
or  give  the  public  undue 
help,  instead  forcing  every- 
one to  do  their  part  to  pull 
through. 

Lay-offs  reacbed  an 
all-time  high  of  28.300.  And 
even  Singapore's  biggest  and 
best  have  taken  hits.  The 
Development  Bank  of  Singa- 
pore. Singapore's  most  pres- 
tigious bank  and  the  biggest 
in  south-east  Asia,  suffered  a 
49  per  cent  drop  in  group  net 
profit  to  S$222.8m  for  the 
year  ended  December  31. 
Keppel  Corp.  the  govern- 
ment-linked conglomerate, 
suffered  a net  loss  of 
SS144.6m  for  the  year  ended 
December  31.  swinging  from 
net  profit  of  Sjl71.ini  in  the 
previous  year.  It  announced 
plans  to  cut  its  9.000-strong 
workforce  by  10  per  cent  and 
sell,  merge  or  shut  about  50 
of  Us  600  companies  in  hopes 
of  returning  to  profit  in  1999. 

Yet.  the  government  has 
continued  to  liberalise,  in 


spite  of  the  additional  pres- 
sure that  puts  on  companies, 
as  it  works  feverishly  to 
stake  its  claim  to  being  the 
second  biggest  financial  cen- 
tre in  Asia,  after  Japan, 
while  its  neighbours  are 
seized  in  crisis. 

It  is  also  forcing  the 
retraining  of  workers  and  a 
change  in  curriculum  so 
Singaporeans  will  be  able  to 
cope  with  efforts  to  trans- 
form the  city-state  into  a 
knowledge-based  economy. 
And  it  is  putting  the  finish- 
ing touches  to  efforts  to 
transform  Singapore  into  an 
electronic  economy  as  Mal- 
aysia only  dreams  of  becom- 
ing a high-tech  hub. 

“Relative  to  the  economies 
in  the  region,  we  have  this 
window  to  prepare  to  leap- 
frog into  the  future."  Mr  Goh 
says.  “The  other  countries 
are  seized  with  the  immedi- 
ate problems.”  All  of  which 
explains  the  animosity  of  its 
neighbours. 

"Singapore  is  an  odd-ball 
in  every  sense  of  the  word,” 


says  Zulkifli  B.  Baharudin. 
Vice  president  of  the  Round- 
table group  formed  to  give 
those  outside  politics  a 
forum  through  which  to 
express  iheir  views.  "We 
share  very  little  similarities 
with  our  neighbours.  Even 
when  the  crisis  comes, 
everyone  is  in  crisis  except 
Singapore.  They  all  say  Sing- 
apore should  help  and  Singa- 
pore says  it  is  so  vulnerable 
so  it  must  save  its  money." 

Singapore  did,  however, 
help  Thailand,  but  Malaysia 
did  not  want  any  strings 
attached  to  its  assistance 
and  Indonesia  balked  at  the 
safeguards  attached  to  the 
city-state’s  pledge.  Jakarta, 
in  particular,  seemed  to  feel 
Singapore  should  be  more 
free  with  its  assistance. 
"Singapore  will  help  Indon- 
esia within  the  limits  of  our 
ability  . . . After  all,  we  are 
only  3m  people.  Just  a little 
red  dot  on  the  map.”  Mr  Goh 
said.  He  was  clearly  retaliat- 
ing for  Indonesian  President 
B.  J.  Habibie's  snub  that 


Singapore  was  a mere  "dot'' 
on  the  map  of  south-east 
Asia. 

Amid  these  strained  rela- 
tions, Singapore  has  the 
unenviable  task  of  keeping 
the  region  united  this  year 
as  chairman  of  the  standing 
committee  of  its  diplomatic 
club,  Asean,  or  lbe  Associa- 
tion of  South  East  Asian 
Nations. 

It  will  not  be  easy.  The 
crisis  has  pushed  forward  a 
new  generation  of  leaders  in 
the  region,  some  of  whom  do 
not  even  pretend  to  adhere 
to  the  old  doctrine  of  non- 
interference in  members' 
affairs  that  maintained  a 
sense  of  decorum  in  the 
region  for  so  long.  The 
forum  is  needed  to  give  the 
countries  a reason  to  engage 
one  another,  despite  their 
differences,  and  work  for  the 
greater  good  of  the  region. 
Given  the  resentment 
expressed  toward  Singapore 
since  the  crisis  began,  it 
knows  only  too  well  the 
importance  of  its  task. 
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IF  you  can  imagine  a port,  we  can  build  it.  And  manage  it  for  you.  Our  expertise  has  made  us  one  of  the  world's  leading  container  terminal 
management  and  logistics  companies.  Through  strong  partnerships  in  Brunei,  China,  Italy,  India,  Yemen  and  numerous  other  countries,- we  operate  a 
global  network  of  world-class  container  terminals.  Including  the  world's  largest  transhipment  hub  in  Singapore,  having  won  countless  C* ' p>g^ 
international  awards  for  the  Port  of  Singapore,  we  are  ready  to  repeat  this  success  with  other  ports.  Wherever  they  may  be.  v>e  world's Puno/a 
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Goh  Chok  Tong,  prime  minister  of  Singapore,  has  been  successfully 
guiding  the  country  through  the  regional  financial  crisis  amid  a sea 
of  regional  instability.  In  this  interview  he  explains  to  Sheila  McNulty 
his  views  on  where  the  city-state  is  headed  and  why  he  believes 
its  course  has  antagonised  some  of  his  neighbours 

‘It  may  take  us 
three  years,  but 
we  will  recover’ 


Q:  How  has  the  crisis  placed 
Singapore  relative  to  the 
rest  of  the  region? 

A:  “In  a relative  sense,  we 
have  emerged  stronger  than 
before.  In  the  absolute  sense, 
of  course,  our  Singapore  dol- 
lar has  been  affected,  the 
economy  has  suffered  a 
recession.  But.  relative  to 
the  economies  In  the  region, 
we  have  this  window  to  pre- 
pare to  leapfrog  into  the 
future.  That's  true.  So  it 
depends  on  how  we  use  the 
advantage.  We  are  now 
Investing  heavily  in  workers’ 
retraining,  in  education;  in 
short,  in  upgrading  our 
national  capabilities  as  well. 
The  other  countries  are 
seized  with  the  immediate 
problems.  They've  got  to  put 
their  economic  structures 
right,  those  that  have  been 
damaged  by  the  crisis, 
whereas  we  don't  have  to,  so 
we  can  concentrate  on 
improving  our  capabilities, 
both  national  as  well  as  indi- 
vidual for  the  process  after 
the  crisis  is  over.” 

Q:  How  do  Singapore's 
efforts  to  be  more 
competitive  place  yon  with 
respect  to  Hong  Kong? 


A:  “We  were  able  to  bring 
costs  down  through  tax 
reduction,  adjustment  of 
costs  by  the  market  - in 
property  prices,  rentals  - 
and,  very  importantly,  wage 
cost  reduction.  We  are  now,  I 
think,  more  competitive 
than  Hong  Rong  because 
Hong  Kong  has  a fixed 
exchange  rate.  They  are 
stuck  with  that,  and  their 
interest  costs  are  very  high 
as  compared  to  ours.  As  of 
now,  we  are  more  competi- 
tive than  Hong  Kong.  But  we 
don't  just  look  at  the  imme- 
diate future.  It’s  the  longer- 
term  future  that  we're  con- 
cerned about.  That  means 
after  the  crisis  is  over,  when 
there’s  recovery,  where  does 
Singapore  stand?  That’s 
what  is  important.  I have  got 
to  emphasise  over  here  that 
our  eyes  are  not  cast  on 
Hong  Kong,  it’s  the  world 
market  Hong  Kong  is  just 
another  competitor,  but 
we  are  not  seized  with 
Hong  Kong's  competitive- 
ness.” 

Q:  How  has  the  perception 
that  you  have  taken  the 
lead  over  Hong  Kong 
affected  your  relations? 


A:  “The  economic  crisis  has 
made  them  rather  sensitive, 
you  know.  It's  their  own 
internal  problems.  But  some 
segments  of  Hong  Kong  soci- 
ety became  rather  sensitive, 
so  sometimes  they  misread 
what  we  say,  what  we  do. 
And  there  was  a sense  of 
Singapore  trying  to  do  Hong 
Kong  in,  which,  of  course,  is 
all  nonsense.  That  has  been 
put  right.  Mr  C.  H.  Tung 
[Hong  Kong's  chief  execu- 
tive] understood  that  from 
me,  personally.  He  has  also 
met  senior  minister,  Lee 
Kuan  Yew,  and  he  has 
understood.  He  [Mr  Lee]  said 
that  there  is  no  desire  on  the 
part  of  Singapore  to  do  Hong 
Kong  in.  In  fact,  we  view 
Hong  Kong  as  a very  impor- 
tant partner  in  this  region. 
We  need  two  hubs  for  the 
region.  Not  just  one.  Two 
power  stations  are  always 
better  than  one  for  the 
region,  and  we  can  do  busi- 
ness by  selling  electricity  to 
one  another.” 

Q:  What  impact  has  the 
change  in  government  in 
Indonesia  had  on  your 
relations  with  the  country? 
A:  “A  new  balance  has  to  be 


Goh  Chok  Tong  addressing  the  Asia  Society  annual  dinner  In  New  York  last  September 


found  between  both  coun- 
tries. between  the  new  lead- 
ership in  Indonesia  and  the 
current  leadership  in  Singa- 
pore. There  have  been  high 
expectations  by  the  Indones- 
ians of  assistance  from  Sing- 
apore to  Indonesia  I think 
their  expectations  were  a 
little  unrealistic.  We  are. 
after  all.  a small  country 


with  limited  resources.  So 
we  can  only  help  as  a cata- 
lyst to  bring  in  more  invest- 
ments into  Indonesia,  not  as 
a country  granting  abundant 
financial  assistance  to  Indon- 
esia. That's  not  possible.  So 
expectations  of  Indonesia  did 
not  quite  meet  the  reality  of 
the  situation.  So  that  has 
created.  I think,  some  prob- 


lems between  the  two  coun- 
tries. But  after  the  election, 
whoever  is  In  charge  of 
Indonesia,  Singapore  will 
have  to  deal  with  him.  And 
then  we  hope  to  find  a new 
balance." 

Q:  The  crisis  has  also 
brought  with  it  calls  for 
freer  speech  at  home.  Will 


yon  respond  to  them? 

A:  “Well,  it  s a very  small 
call  by  Or  Chee  (Soon  Juan) 
and  a few  people.  Basically, 
there  is  freedom  of  speech  in 
Singapore  within  the  laws, 
within  responsible  lianis.  Ur 
Chee  is  free  to  say  what  ne 
wants  to  say.  But  of  course, 
one  cannot  break  the  lavr  in 
order  to  have  free  speech. 
You  see,  the  laws  are  there. 
As  for  the  (Hyde  Park-like) 
speakers*  comer,  yes,  senior 
minister  has  mentioned  that. 
I,  myself,  take  a different 
view.  I think,  let  it  evolve.  I 
don't  think  l would  concede 
a speakers’  corner  so 
quickly.  Now.  where  do  you 
put  a speakers’  comer?  And 
it's  surely  at  the  wrong  time. 
I think,  if  you  were  to  con- 
cede now.  But  we  will  let  the 
society  evolve.  Giving  them 
more  space  to  speak  is  not  a 
problem.  But  it  must  be  done 
in  the  context  of  law  and 
order.  And  do  not  forget  that 
this  is  a multiracial  society 
where  religion  can  still 
become  quite  sensitive.  So  I 
will  not  move  too  quickly. 
Somebody  can  just  go  to  the 
speakers’  comer  and  talk 
about  religion  and  incite 
feelings  against  some  other 
religions  in  the  name  of  free- 
dom of  speech.  By  the  time 
we  nab  him  and  charge 
him  in  court,  it  may  be  too 
late. 

Q:  Throughout  the  crisis 
Singapore  has  focused  on  its 
long-term  objectives,  such 
as  taking  a lead  in  the  IT 
area.  Why  is  this  so 
important  to  Singapore? 

A:  “We  see  this  as  the  future 
growth  area.  Electronic  com- 
merce, ability  to  write  soft- 
ware, programs,  linking  up 
with  other  e-commerce  cen- 
tres in  the  world  - it  is 
going  to  be  a growth  area. 
Just  look  at  the  IT  stocks, 
internet  stocks,  the  value 
which  they  have  created  for 
those  with  the  websites  and 
the  ideas.  We,  therefore, 
want  to  move  into  this 


growth  area.  Second,  it’s 
also  a means  for  us  to 
improve  our  productivity. 
\\  c have  a fairly  big  econ- 
omy relative  to  our  neigh- 
bour on  a per  capita  basis. 
Our  gross  domestic  product 
is  2boul  the  same  as  Malay- 
sia’s. although  Malaysia  has 
about  five  or  six  times  our 
population.  So.  hov>  do  you 
run  such  an  economy?  You 
have  got  to  be  more  efficient. 
So  IT  enables  us  to  increase 
the  productivity  for  hanking, 
for  business,  for  your  office 
work  and  so  on.  So  you  ueed 
to  move  into  IT.  It  is  the  way 
to  the  future.  But  we  are 
going  in  before  others  move 
in  to  this  area.  We’ve  got  a 
start.  But  this  is  a race.  We 
want  to  widen  the  distance 
between  ourselves  and  oth- 
ers. And.  again,  the  competi- 
tion is  not  with  our  neigh- 
bours here.  It’s  the  other 
countries  elsewhere  - Aus- 
tralia. New  Zealand.  Britain, 
countries  which  are  comput- 
er-literate - which  are  far 
advanced  in  IT. 

Q:  Yon  have  been  travelling 
regularly  outside  the  region 
in  recent  mouths.  What  Is 
the  message  that  yon  have 
been  carrying  to  other 
nations? 

A:  “My  message  to  them  is. 
don’t  write  off  Asia,  don’t 
write  off  Asean.  Asia.  Asean 
are  passing  through  difficult 
moments.  These  are  tempo- 
rary. It  may  take  us  two 
years.  It  may  take  us  three 
years,  but  we  will  recover. 
And  don't  write  us  off.  The 
time  to  make  friends,  to 
establish  contact,  is  now.  To 
encourage  private  invest- 
ments, investors  to  maintain 
contacts  with  Asia,  that's 
my  ocher  message  to  the 
leaders  elsewhere.  Singapare 
has  got  the  luxury  of  time.  I 
can  travel  quite  freely.  But 
the  other  countries,  which 
are  in  some  difficulty,  their 
leaders  can’t  travel  so  freely. 
So  I have  got  to  do  some 
work  for  Asean.” 
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THE  ECONOMY  by  Sheila  McNulty 

In  good  shape,  but  alert 
to  competitiveness  worries 

Surrounded  by  hard-hit  economies,  Singapore  sees  the  need  to  become  a 
knowledge-based  economy  to  secure  its  future 


One  by  one  the  crisis-hit 
economies  of  south-east  Asia 
sank  into  recession  this  past 
year,  and  Singapore  was 
unable  to  avoid  the  same 
fete.  Bnt  its  downturn,  while 
representing  a sharp  deceler- 
ation from  8 per  cent  growth 
recorded  in  1997,  was  far  less 
severe. 

At  the  end  of  last  year 
Singapore  reported  1.5  per 
cent  growth  for  1998.  The 
city-state  had  gone  into  the 
crisis  in  far  better  shape 
than  those  around  it.  Its  bet- 
ter-managed companies  have 
a reputation  for  being  cash 
rich  instead  of  heavy  bor- 
rowers. Its  hanks  had  not 
extended  loans  beyond  their 
means.  And  its  government 
had,  through  the  boom 
years,  kept  its  head  out  of 
the  very  clouds  that  Malay- 
sia was  in  such  a hurry  to 
ascend  to  in  erecting  the  tall- 
est buildings  in  the  world. 
So  when  the  crisis  provoked 
panic  all  around,  Singapore 
watched  calmly  as  Malaysia 
retreated  from  the  interna- 
tional financial  community 
behind  capital  controls. 
Hong  Kong  turned  to  inter- 
ventionism and  Indonesia 
simply  lost  control. 

“We  have  the  luxury  not 
to  be  preoccupied  with  fire- 
fighting,” says  Lee  Hsien 
Loong,  deputy  prime  minis- 
ter. "We  must  continue  to 
look  ahead  and  take  mea- 
sures now  which  will  show 
results  in  five  or  10  years." 

The  government 
announced  a S$2bn  (Ji.isbnj 
package  of  cost-cuts  and 
spending  measures  in  June, 
followed  by  a S$10.5bn  cost 
cutting  package  in  Novem- 


ber, which  included  a 15  per 
cent  reduction  in  overall 
wages.  After  years  of  budget 
surpluses,  high  savings  and 
a stable  currency,  it  could 
afford  to  go  into  what  is 
expected  to  be  a rare  deficit 
this  year,  of  S$5.1bn. 

The  cost-cutting  was  to 
make  Singapore  more  com- 
petitive amid  a region  of 
depredating  currencies  and 
collapsing  prices.  And  the 
spending  on  infrastructure 
supported  the  city-state's 
long-term  needs.  “We  cannot 
do  Keynesian  pump-priming, 
boosting  aggregate  demand 
by  paying  unemployed 
people  to  dig  holes  in  the 
ground  and  fill  them  up 
again,"  Mr  Lee  says.  "Our 
economy  is  too  open.  Fifty- 
four  cents  of  every  dollar 
spent  in  Singapore  leaks 
abroad  through  imports,  so 
the  multiplier  effect  of  gov- 
ernment spending  is  small.” 

There  was  an  occasional 
private  grumble  about  why 
the  government  was  oot 
doing  more  as  lay-offs 
reached  an  all-time  high  of 
28,300.  while  overall  trade 
shrank  by  7.5  per  cent,  visi- 
tor  arrivals  declined  by  13 
per  cent,  activities  in  the 
Asian  dollar  market  con- 
tracted by  10  per  cent,  and 
private  consumption  spend- 
ing declined  0.1  per  cent. 

But  even  when  the  govern- 
ment announced  the  15  per 
cent  cut  in  overall  wages, 
nobody  took  to  the  streets  in 
protest.  The  authorities  bad 
spent  months  spreading  the 
message  that  if  everyone 
worked  together  fewer  jobs 
would  be  lost.  Even  the 
unions  backed  the  plan. 


“We  have  been  able  to  get 
wage  cuts  effected  without 
any  turmoil,  not  because  our 
unions  have  been  cowed  into 
submission  but  because  our 
unions  are  strong  enough  to 
carry  the  g round  in  this 
painful  exercise,"  says  Urn 
Boon  Heng,  secretary- 
general  of  the  National 
Trades  Union  Congress  and 
minister  without  portfolio. 
“We  participated  in  the  deci- 
sion-making on  how  much  to 
cut  in  wage  costs.  We  asked 
for  justification.  When  we 
were  satisfied  that  the  case 
was  proven,  we  set  out  to 
explain  to  unionists.” 

It  is  clear  that  Singapore  is 
remarkably  adept  at  manag- 
ing its  own  domestic  econ- 
omy. But,  because  of  its 
small  size  and  lack  of  natu- 
ral resources,  so  much  of  its 
growth  is  dependent  on  out- 
side forces,  beyond  its  con- 
trol. Singapore’s  manufac- 
turing and  services  sectors 
require  demand  far  in  excess 

of  that  generated  by  its  3m 
people  to  power  the  econ- 
omy. 

The  government  made 
clear  its  reliance  on  the  out- 
side world  when  it  said  the 
sharp  downturn  was  mainly 
due  to  three  factors:  deepen- 
ing recessions  in  most  of 
Asia  resulted  in  a drop  in 
external  demand:  the  decline 
in  exports  was  exacerbated 
by  the  erosion  of  its  cost 
competitiveness  given  the 
greater  depreciation  in 
regional  currencies:  and 
global  over-capacity  In  elec- 
tronics had  hit  manufactur- 
ing. How  Singapore  does  this 
year  will,  once  again,  depend 
on  the  economies  of  the 


region  and  beyond.  “All  they 
can  do  is  wait  for  the  inter- 
national economy  to  pick  up 
speed  so  they  can  ride  on 
this.”  says  Kostas  Panagio- 
tau,  senior  economist  at  Kim 
Eng  Securities. 

The  government  is  fore- 
casting minus  one  to  plus 
one  per  cent  growth  this 
year.  The  predictions  of  pri- 
vate-sector economists  range 
from  minus  three  to  plus 
three.  But  what  concerns 
them  is  not  so  much  the 
next  few  years  but  how  Sing- 
apore will  fare  beyond  that. 
Gve  to  10  years  from  now. 

Singapore  is  feverishly 
working  toward  becoming  a 
hub  for  electronics,  petro- 
leum and  petrochemicals, 
engineering,  life  sciences, 
education  and  medicine.  It 
also  wants  to  be  a regional 
financial  centre  and  base  for 
logistics,  communications, 
and  multinational  headquar- 
ters. 

Economists  worry  that 
these  ambitions  are.  once 
again,  dependent  on  outsid- 
ers to  work.  But  the  govern- 
ment is  confidently  forging 
ahead.  And  It  is  investing 
heavily  in  retraining  work- 
ers to  help  the  city-state 
progress  to  a knowledge- 
based  economy.  Economists 
caution  that  it  is  difficult  to 
upgrade  skills,  particularly 
of  older  or  uneducated  work- 
ers, and  that  it  will  take 
time.  The  authorities  are  not 
deterred.  "We  are  always 
worried  about  reaching  our 
goals.”  says  Uew  Heng  San. 
managing  director  of  the 
Economic  Development 
Board.  ”!t  keeps  us  on  our 
toes." 


POLITICS  by  Sheila  McNulty 


Appetite  for  reform  dulled 
by  economic  security 

While  Singaporeans  may  seek  stability  in  the  face  of  the  region’s  present  financial 
crisis,  there  are  signs  of  a government  willingness  to  accommodate  change 


Last  year,  Gandhi  Ambalam. 
vice-chairman  of  the  Singa- 
pore Democratic  Party 
(SDP),  failed  to  show  up  for 
a discreet  meeting  planned 
in  the  thick  of  a bustling 
Raffles  Hotel  bar.  This  year, 
the  opposition  politician 
boldly  threw  open  the  doors 
of  his  office. 

In  a country  as  guarded  as 
Singapore,  these  are  the  sub- 
tle signs  one  must  take  note 
of  to  detect  the  ever-so-slight 
changes  in  the  political  land- 
scape. For  many  Singapo- 
reans are  fearful  of  being 
seen  criticising  the  adminis- 
tration. 

The  US  report  on  Singa- 
pore Human  Rights  Prac- 
tices for  1998  notes:  “The 
government’s  authoritarian 
style  has  fostered  an  atmo- 
sphere inimical  to  fully  free 
speech  and  the  press.”  But 
the  People’s  Action  Party 
fPAPi.  which  has  ruled  since 
the  city-state  obtained 
autonomy  from  the  UK  in 
1959,  has  no  reason  to  grant 
concessions  now.  For  while 
there  were  a few  bushed 
complaints  last  year  about 
the  government’s  failure  to 
do  as  much  as  surrounding 
countries  to  alleviate  pres- 
sures brought  on  by  the 
regional  financial  crisis, 
none  is  heard  these  days. 

Singaporeans  now  realise 
their  economy  was  never  in 
as  bad  a state  as  neighbour- 
ing ones.  As  the  months 
passed,  they  watched  Indon- 
esia descend  into  total  chaos 
and  Malaysia  alienate  itself 
from  the  international  finan- 
cial community  by  imposing 
capital  controls.  By  year's 
end.  Singaporeans  could  not 
help  but  be  grateful  that  the 
PAP.  with  81  of  83  elected 
parliamentary  seats,  was 
steering  them  steadily  and 
securely  through  the  crisis. 

"We  are  doing  well,  so  of 
course  the  prestige  of  the 
government  must  go  up." 
Goh  Chok  Tong,  the  prime 
minister,  says  confidently. 

Diplomats  and  political 
analysts  agree  that  it  has. 
But  they  also  note  that  this 
has  historical  foundation: 
people  seek  stability  In  times 
of  distress  and  change  in 
times  of  affluence.  So  it  is 
when  the  crisis  has  passed, 
they  say.  that  the  authorities 
might,  once  again,  come 
under  criticism.  And  if  they 
are  serious  about  wanting  to 
steer  their  people  in  a new 
direction,  by  promoting  cre- 
ativity and  risk-taking,  after 
years  of  teaching  them  to 
stay  within  acceptable 
boundaries  and  follow 
orders,  they  will  have  to 
loosen  their  hold. 

"This  kind  of  atmosphere 
cannot  operate  without  a 
freer  flow  of  information, 
and  it  is  going  to  give  rise  to 


Chee  Soon  Juan  is  issued  with  a summons  for  making  an  alleged  Klegat  speech;  he  was  later  fined  AP 


calls  for  change.”  one  diplo- 
mat says.  A Tew  have 
already  been  sounded.  Chee 
Soon  Juan,  secretary-general 
of  the  SDP.  took  the  lead 
several  months  ago,  march- 
ing Into  the  financial  district 
twice  to  speak  to  the  hun- 
dreds milling  around  with- 
out first  obtaining  the 
required  police  permit.  He 
insisted  the  need  for  a per- 
mit violates  his  constitu- 
tional right  to  free  speech. 
And  he  was  arrested. 

However.  observers 
detected  more  tolerance.  Mr 
Chee  was  charged  with 
speaking  in  public  without  a 
permit  Instead  of  something 
more  serious,  such  as  incit- 
ing the  public.  But  that  did 
not  mean  the  authorities 
were  easy  on  him.  He  was 
fined  S$l,400,  and  sentenced 
to  seven  days  in  jail  if  he  did 
not  pay,  for  the  first  offence 
and  fined  S$2,5O0,  and  sen- 
tenced to  12  days  in  jail  if  he 
did  not  pay,  for  the  second. 
A fine  of  more  than  SS2.000 
bars  him  from  running  for 
parliament  for  five  years. 

But  Mr  Chee  believes  it  is 
more  important  to  create 
awareness  among  Singapo- 
reans of  the  need  for  change 
than  to  hold  office.  The 
authorities  have  indicated, 
since  Mr  Chee  began  his 
campaign,  that  they  accept 
the  need  to  be  a bit  more 
open. 

Mr  Chee  was  also  cited  for 
violating  regulations  by  sell- 
ing in  the  streets  signed 
copies  of  his  book  on  Asian 
political  dissidents.  Never- 


theless. he  continues  to  sell 
them  and  reports  that  the 
police  swoop  in  to  warn  him 
to  pack  up  or  they  will 
return  to  cite  him.  He  stays 
put.  though,  and  they  do  not 
return. 

’’Now  there  is  a greater 
attempt  to  accommodate.  In 
the  past,  they  would  have 

‘We  are  doing 
well,  so  of  course 
the  prestige  of 
the  government 
must  go  up* 


been  more  robust,”  says 
Zulkifli  B.  Baharudin.  vice 
president  of  the  Roundtable, 
a group  formed  to  give  those 
outside  politics  a forum 
through  which  to  express 
their  views,  and  one  of  nine 
“prominent  citizens"  the 
government  nominated  to 
serve  as  members  of  parlia- 
ment. 

More  telling,  perhaps,  is 
that  the  government-influ- 
enced media  has  even 
encouraged  debate  on  the 
free-speech  issue  by  running 
guest  columns  on  the  sub- 
ject. And  senior  minister. 
Lee  Kuan  Yew.  has  said 
Singapore  will  probably  set 
up  a sort  of  “Hyde  Park,”  in 
reference  to  the  speakers' 
comer  in  London,  where  one 
presumably  would  not  need 
a permit  to  speak. 


“The  very  fact  that  the  No. 
1 man  has  opened  his  mouth 
shows  the  rippling  effect  this 
has  created,"  Mr  Ambalam 
says.  And  this  has  give-i 
heart  to  people  like  Mr  Zulk- 
ifli. who  wrote  a guest  col- 
umn to  press  for  it. 

“We  believe  that  tbe  estab- 
lishment of  free-speech 
venues  is  an  incremental 
step  that  Singapore  can  well 
afford  to  take,”  he  says. 
“Indeed,  it  is  tbe  minimum 
that  should  be  expected  for  a 
society  that  aims  to  be  a 
developed,  cosmopolitan  and 
great  city.” 

But  some  government  offi- 
cials Insist  Singaporeans 
would  not  want  that.  Mr 
Chee  counters  that  they 
could  not  possibly  know 
what  the  people  want.  “Sin- 
gaporeans. In  this  climate  of 
fear,  are  very  unwilling  to 
talk  about  these  issues  and 
to  be  critical  about  the 

regime."  And,  at  this  point, 
there  is  only  so  far  the  gov- 
ernment is  willing  to  go  to 
encourage  them.  With  politi- 
cal discord  sweeping 
through  much  of  the  region 
in  the  wake  of  the  economic 
crisis,  the  authorities  see 
little  point  in  tempting  their 
own  fate. 

“It’s  a very  small  rejj  by 
Dr  Chee  and  a Tew  people." 
Mr  Goh  says.  "I  don’t  think  l 
would  concede  a speakers’ 
corner  so  quickly . . . But  we 
will  let  the  society  evolve. 
Giving  them  more  space  to 
speak  is  not  a problem,  but 
it  must  be  done  in  the  con- 
text of  law  and  order." 
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T V..V,*  tony,  tne  prime 
minister,  plays  down  his  Ire 
nuem  trip-;  abroad  since  ihe 
t-a si -Asian  financial  crisis 
bvgon.  ■'It's  m keep  in  touch 
^ith  friends  and  make  new 
Iriends." 

He  sajs  the  message  he 
carries  with  him  is  not  tu 
'■'.Tiie  olT  the  region  because 
'■>r  its  “difficult  moments". 
But  diplomats  believe  the 
I'-'jir  or  how  much  worse 
those  mo  me  ills  might 
become  is  what  has  sent  Mr 
Gc»h  reaching  out  for  closer 
ties  with  allies  abroad. 

Singapore  is  in  a precari- 
ous position.  its  :tm  people 
are  predominantly  Chinese, 
•md  they  are  enclosed  by  the 
h'-stile.  Malay-dominated 
Moslem  countries  of  Indon- 
esia and  Mala)  sia.  with  com- 
bined populations  of  about 
-'•Om.  Indonesia's  closest 
point  is  on!>  half  an  hour 
away  l<y  buat.  Malaysia  is 
iinkerl  hy  a causeway. 

As  Indonesia  descended 
nuo  chaos  last  year,  mobs 
took  out  their  aggressions  on 
‘..'hinese.  whom  they 
attacked  and  raped,  farcing 
numy  to  flee,  distraught,  to 
Singapore.  When  Malaysia's 
political  and  economic  crisis 
intensified,  Kuala  Lumpur 
sought  popular  support  by 
stoking  anti  Singapore  senti- 
ment against  the  country's 
longstanding  rival. 

Singapureans  say  Indon- 
esia and  Malaysia  are  so 
used  to  governing  the  Chi- 
nese minorities  in  their  own 
countries  that  they  cannot 
accept  that  the  Chinese  in 
Singapore  are  not  only  doing 
comparatively  better,  but 
also  that  they  refuse  to  “bow 
and  scrape"  to  their  bigger 
neighbours. 

Relations  became  so  tense, 
diplomats  say.  the  city-state 


heightened  its  defences. 
Singapore  conducts  military 
training  in  the  US.  Austra- 
lia. New  Zealand.  France, 
the  Philippines.  Thailand, 
Brunei  and  Indonesia. 
Though  it  has  always  pur- 
sued cIoml1  relations  with  the 
major  powers,  political  ana- 
lysts report  the  city-state  has 
intensified  efforts  to  ensure 
powerful  allies  back  them 
should  the  situation  deterio- 
rate. 

Early  in  the  crisis,  Singa- 
pore offered  the  US  deep-wa- 
ter naval  berth  facilities.  Tea 
Chee  Hcan.  second  minister 
fur  defence  and  minister  for 
education,  says  Singapore 
has  long  believed  the  US 
presence  in  the  Asia-Pacific 
is  important  Tor  its  overall 
stability.  This  past  month 
Singapore  agreed  to  buy 
eight.  US-made  Apache 
attack  helicopters  and 
shipped  eight  jet  aircraft  to 
France  lu  train  in  Europe. 

In  additiun  to  heightening 
Singapore's  defence  capabili- 
ties. these  efforts  tie  in  the 
foreign  countries  to  the  city- 
state.  But  Tommy  Koh. 
ambassador-at-large 
attached  to  the  Ministry  of 
Foreign  Affairs,  says  Singa- 
pore has  made  no  adjust- 
ment in  Us  foreign  policy 
because  of  the  economic  cri- 
sis: it  has  consistently 
sought  to  be  relevant  and 
useful  to  its  neighbours,  the 
region,  the  major  powers 
and  the  world. 

Mr  Koh  notes  Singapore  is 
a proactive  member  of  the 
regional  diplomatic  club, 
Asean  - the  Association  of 
South  East  Asian  Nations  - 
which  also  groups  Malaysia. 
Thailand,  Indonesia,  the  Phi- 
lippines, Brunei,  Vietnam, 
Laos  and  Burma.  It  hosted 
the  first  ministerial  confer- 


ence of  the  World  Trade 
Organisation.  And  Singa- 
pore's soldiers  and  police 
have  participated  in  several 
UN  peacekeeping  operations. 

Despite  efforts  to  build 
relations  further  afield.  Mr 
Koh  insists,  the  Immediate 
region  Is  oT  primary  impor- 
tance. That  was  highlighted 
in  Mr  Goh's  National  Day 
speech,  in  which  he  spent  15 
of  the  28  pages  discussing 
his  neighbours.  Singapore 
has  tried  to  help  them.  When 
the  crisis  struck,  the  city- 
state  contributed  to  the 
International  Monetary 
Fund's  rescue  package  for 
Thailand.  And  it  went  on  to 
pledge  US$5bn  to  help  create 
a trade  credit  financing 
scheme  for  Indonesia. 

But  Jakarta  balked  at 
some  or  the  safeguards. 
“There  have  been  high 
expectations  by  the  Indones- 
ians of  assistance  from  Sing- 
apore to  Indonesia,"  Mr  Goh 
says.  **J  think  their  expecta- 
tions were  a little  unrealis- 
tic. We  are,  after  all.  a small 
country  with  limited 
resources." 

Relations  became  particu- 
larly strained  after  B.  J. 
Habibie  took  over  as  presi- 
dent of  Indonesia.  He 
resented  comments  Singa- 
pore had  made  about  how 
the  market  might  react  to 
his  appointment  and  since 
then  has  proceeded  to  dis- 
miss the  city-state  as  a dot 
on  the  map  of  south-east 
Asia  and  a country  of  "real 
racists”. 

Singapore  fared  no  better 
in  attempting  to  assist  Mal- 
aysia. It  was  prepared  to  pro- 
vide US$2bn  but  wanted 
assurances  on  Malaysia's 
supply  of  water  to  the  city- 
state.  Kuala  Lumpur  did  not 
want  any  strings  attached. 


so  the  deal  unravelled.  The 
countries  have  numerous 
disagreements,  ranging  from 
Malaysia's  refusal  to  close  a 
railway  station  on  Singa- 
pore's territory  to  Singa- 
pore's refusal  to  loosen 
restrictions  on  the  release  of 
money  Malaysian  workers 
contribute  to  the  national 
pension  fund. 

Diplomats  worry  that  ten- 
sions between  tbe  countries 
will  intensify  when  they  sit 
down  to  tackle  these  Issues. 
Tbe  crisis  has  also  brought  a 
breakdown  in  Asean ‘s  policy 
of  non-intcrferencc  in  one 
another's  internal  affairs. 

Among  the  new  generation 
of  leaders  the  crisis  has 
helped  install  in  Indonesia, 
the  Philippines  and  Thai- 
land. there  is  a newfound 
willingness  openly  to  criti- 
cise members.  Officials  in  all 
three  expressed  concern 
about  the  treatment  of 
Anwar  Ibrahim,  Malaysia's 
sacked,  beaten  and  jailed 
deputy  prime  minister  - 
something  their  predeces- 
sors never  would  have  done. 
"The  Asean  culture  is  chang- 
ing towards  greater  trans- 
parency." Mr  Koh  says. 

Singapore  has,  however, 
been  reluctant  to  abandon 
the  doctrine  of  "non  interfer- 
ence" because  of  its  “over- 
riding concern  to  maintain 
the  unity  of  the  Asean  fam- 
ily",  he  says.  Singapore 
needs  the  grouping  to  main- 
tain a forum  in  which  it  can 
keep  its  neighbours  engaged. 
Diplomats  say  that  after  the 
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Indonesian  Chinese  at  Jakarta  airport  fleeing  the  country  during  last  year’s  disturbances.  Many  made  For  Singapore, 
which  has  been  dismissed  by  Indonesia  as  a dot  on  the  map  of  south-east  Asia  Montage:  Bob  Hutchison.  Picture:  AP 


departure  of  Asean’s 
long-standing  leader,  former 
Indonesian  President 
Suharto.  Asean  is  rudderless 
and  nobody  seems  appropri- 
ate to  take  the  helm. 

Although  Singapore  would 
be  best  suited,  it  cannot  step 
forward  as  tbat  would 
appear  arrogant.  “People 
would  regard  us  as  trying  to 
steal  the  position  from  much 
bigger  countries,  and  it’s  not 
necessary,"  Mr  Goh  says. 

Even  Hong  Kong  - which 
for  years  had  the  edge  over 
Singapore  - has  grown  con- 
frontational as  its  more 


interventionist  approach  to 
the  crisis  has  pushed  it  to 
second  place,  behind  Sin  pa 
pore,  in  the  minds  of  many 
investor*.  The  two  are  com 
peting  to  become  Asia's  sec 
oud  most  important  finan 
cial  centre  after  Japan 
When  the  Singapore  Interna 
tional  Monetary  Exchange 
(Simexi  announced  plans  to 
start  a Hong  Kong  futures 
contract  to  develop  its  finan- 
cial centre,  the  Hong  Kong 
Stock  Exchange  barred  tbe 
sale  of  real-time  price  infor- 
mation to  Simex.  and  Hong 
Kong's  financial  services  sec- 


retary. Rafael  Hui.  derided 
Singapore  as  an  offshore  bet- 
ting centre. 

Hong  Kong  has  been  critic- 
ised for  not  being  as  proac- 
tive as  Singapore  in  improv* 
ing  its  economic 
competitiveness,  leading 
Hong  Kong's  trade  and 
industry  secretary.  Chau 
Tak  Hay,  to  note  snidely 
that  the  government  did  not 
enjoy  the  advantages  of 
Singapore's  government: 
total  control  over  parlia- 
ment. the  media,  trade 
unions  and  its  people. 

Singapore  was  forced,  once 


more,  to  defend  itself  but  as 
a matter  of  foreign  policy, 
refused  to  be  drawn  into  a 
fight.  “There  is  no  desire  on 
the  part  of  Singapore  to  do 
Hong  Kong  in,1'  Mr  Goh 
says.  “In  fact,  we  view  Hong 
Kong  as  a very  Important 
partner  in  this  region.  We 
need  two  hubs  for  the 
region.  Not  just  one." 

If  only  Singapore's  neigh- 
bours would  give  the  city- 
state  the  benefit  of  the 
doubt.  Then  Mr  Goh  could 
ease  off  on  the  trips  and 
focus  more  attention  on  run- 
ning the  country. 


INWARD  INVESTMENT  by  Edward  Luce 


Aggressive  drive  for 
service  companies 

A change  of  tack  has  been  instigated  to  reduce  the  economy’s 
reliance  on  production  of  electronics  products 
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hi  spite  of  being  hit  hard  by  pore), 
the  regional  economic  slow-  the  cil 
down  last  year.  Singapore  hard-p 
has  redoubled  efforts  to  other 
boost  itself  as  a centre  for  becaui 
both  high-level  manufactur-  has  de 
ing  and  financial  services,  trade-i 
^Richard  Hu,  minister  of  neight 
finance,  impressed  even  As  j 
Singapore's  detractors  with  is  ma 
a series  of  painful  steps  to  attrac 
reduce  the  costs  of  operating  compi 
in  the  city  state.  includ 

The  measures,  which  agers, 
reduced  costs  by  an  esti-  and  e 
mated  SS10.5bn.  or  7 per  cent  ments. 
of  gross  domestic  product,  throug 
included  a steep  reduction  in  genera 
wage  levels  and  cuts  to  city-st 
rental  fees  on  government  motini 
owned  industrial  sites.  headqi 

However,  economists  say  panies 
that  the  measures,  which  Joel 
elicited  one  or  two  wry  com-  vice-p 
ments  from  senior  officials  which 
in  Hong  Kong,  where  the  in  its 
government  has  much  less  says  tl 
scope  than  its  Singaporean  pared 
counterpart  to  interfere  In  on  cos 
the  domestic  economy,  may  “We 
not  be  enough  to  offset  the  states 
savage  decline  in  global  was  vi 
demand  for  electronics  terms 
goods.  betwei 

Singapore,  which  depends  McKei 
on  electronics  and  electron-  pany. 
ic-related  products  for  57  per  made 
cent  of  its  exports,  has  suf-  becaus 
fered  from  a number  of  for-  to  US 
eign  cutbacks,  with  compa-  How 
Dies  such  as  Matsushita  few  ge 
shifting  production  lines  to  be  dre 
cheaper,  offshore  sites,  decisii 
Although  other  foreign  man-  that  5 
ufacturers.  such  as  3Com  an  In- 
Technologies,  the  US  modem  centre 
and  electronic  organiser  reflnin 
maker,  and  Caltex.  the  US  derive 
oil  company,  have  faces  a 
announced  new  investments  persua 
in  Singapore  (with  the  latter  tors  t 
shifting  its  global  headquar-  Kong, 
ters  from  Dallas  to  Singa-  fo  ■ 

Services  investment  commitments  1998 
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pore),  economists  say  that 
the  city  state  is  increasingly 
bard-pushed  to  compete  with 
other  parts  of  Asia,  not  least 
because  the  Singapore  dollar 
has  depreciated  by  less  on  a 
trade-weighted  basis  than  its 
neighbouring  currencies. 

As  a result,  the  city  state 
is  making  a big  push  to 
attract  more  service- based 
companies  to  Singapore, 
including  banks,  fund  man- 
agers, healthcare  providers 
and  educational  establish- 
ments. At  the  same  time  - 
through  tax  incentives  and 
general  cost  reductions  - the 
city-state  is  aggressively  pro- 
moting itself  as  a regional 
headquarters  for  global  com- 
panies. 

Jock  McKenzie,  senior 
vice-president  of  Caltex, 
which  will  employ  65  people 
in  its  Singapore  head  office, 
says  tbat  the  city  state  com- 
pared well  with  Hong  Kong 
on  costs. 

“We  looked  at  both  city- 
states  very  closely  and  there 
was  very  little  - except  in 
terms  of  cost  - to  choose 
between  them.”  says  Mr 
McKenzie.  “As  a US  com- 
pany, the  tax  incentives 
made  very  little  difference 
because  we  are  still  subject 
to  US  corporate  taxation." 

However,  others  say  that 
few  general  conclusions  can 
be  drawn  from  the  Caltex 
decision  owing  to  the  fact 
that  Singapore  already  had 
an  in-built  advantage  as  a 
centre  for  petrochemicals 
refining  and  in  trading  of  oil 
derivatives.  The  city-state 
faces  a much  bigger  task  in 
persuading  financial  inves- 
tors to  move  from  Hong 
Kong,  say  bankers. 

“In  Hong  Kong,  it  seems 


that  everything  is  legal 
unless  stated  otherwise  but 
in  Singapore  it's  tbe  other 
way  round,"  says  one 
banker.  "Even  though  Singa- 
pore is  addressing  this  image 
problem,  Hong  Kong  will 
remain  as  Jaisser-faire  as 
you  are  likely  to  get." 

Nevertheless,  some  banks, 
including  ABN  Amro  and 
Deutsche  Bank,  have  bene- 
fited from  the  tax  breaks  on 
offer  for  those  locating  their 
Asian  headquarters  in  Singa- 
pore. But  both  retain 
operations  in  Hong  Kong. 
“We  cannot  ignore  Hong 
Kong  because  it  is  the  obvi- 
ous base  for  operations  in 
China,"  says  Ricardo  Larra- 
taure,  chief  financial  officer 
of  ABN  in  Singapore.  “But. 
at  tbe  same  time,  Singapore 
offers  a very  attractive  pack- 
age and  is  consulting  hanks 
in  detail  about  what  it 
should  do  to  make  itself 
more  attractive." 

Bankers  say  that  Singa- 
pore's problem  is  that  no 
bank  could  afford  to  by-pass 
Hong  Kong  while  plenty  j 
could  afford  to  by-pass  Sing-  I 
apore. 

In  practice,  they  add.  Sing-  | 
apore  is  likely  to  remain  a 
viable  location  for  manage- 
ment of  Asian  treasury 
operations,  given  its  strong 
foreign  exchange  market, 
and  as  a centre  for  south- 
east Aslan  corporate  and 
structured  finance.  But 
Hong  Kong,  with  its  stronger 
capital  markets,  is  likely  to 
retain  the  bulk  of  invest- 
ment banking  operations. 
"Hong  Kong  is  more  expen- 
sive but  this  is  where  most 
of  the  markets  are  located," 
says  one  banker  in  Hong 
Kong. 
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Study  Stretch  your  limits.  Get  a 
well-rounded  education.  Work  Scale  new 
heights.  Work  in  one  of  Asia’s  most 
cosmopolitan  cities.  Play  Gear  up  for 
action.  Seek  out  the  thrill  and  the  adventure. 


Live  it  up.  Experience  the  best  of 


East  and  West. 


Break  new  around  in 


.jPuttlBr in  a global  dry 


CONTACT  SINGAPORE  is  your  first  point  of 
contact  for  education  and  employment  in  this  island 
state.  Whether  you  are  a Singaporean  abroad  or 
fbreigner,CONTACT  SINGAPORE  can  help  you  get 
connected  to  career  and  educational  opportunities 
in  Singapore. 

Please  send  me  information  on  CONTACT  SINGAPORE. 
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BONDS  by  Edward  Luce - - , . 

Pivotal  to  a wider  ambition 

• -• i x i .*■  Mnnp  rf  qc  a r>n  iniai  oipment  in  becoming  a financial 
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A . n nppd  t0  deve|0p  a bond  market,  but  sees  it  as  a crucial  element  in  becoming  a finance  centre 
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Conventional  wisdom  to  have  Most  of  this  has  been  done  ™ \ JSdSI  ~thm'  will  be 

have  emerged  from  the  t0  rKugmse  that  on  the  >d^“  of  J]0re^  5 for  Cd^nage-  Setween  SSTbn  and  SSiobn 

Asian  financial  cnsis  Singapore  cannot  present  banks  and  other  “nan  _ Hames  at  worth  of  bond  issuance  in 

view  that  Asian  count  _ S*  P * Dnancial  experts.  “At  every  step  of  - ^ ^ Manaee.  1999.  This  includes  govern- 


operations  for  the  region. 
Government  officials  have 


eign  and  domestic  offerings. 


the  proceeds  into  Baht. 

Likewise,  bankers  are 
sceptical  that  Singapore  will 
find  it  easy  to  establish  itself 
as  a centre  for  bond  issuance 


view  • . ja..Ajon  itself  as  a creatine  uuaiiv.™ 
would  be  wise  to  cl  P ttithQUt  being  able  to 

active  domestic  bond  to  ^ liQUlcj  capital  markets, 

kets.  . - as  a financial  centre  we 

Yet.  in  a rcpon  ^ raust  be  able  to  offer  a bond 

little  - ana  m ®Jmfa  market.”  said  Teo  Swee 

nothing  - has  so  far  financial  pro- 

dPQe  5 -So!  at  the  Monetan’ 

eXteftdsii2Sfre  stamte  out  Authority  of  Singapore.  A 

curves.  Singapore  suino.  bond  ^ ^ integrai 

Si'dt  Singa-  part,  of  being  a financial  cen- 
porean  banks  ticaJ  singaporean 

did  not,  unhke  their  That  in  y ^ other 

and  Korean  Jodies  have  set  about  con- 

T?£rScn™Zo*l  strutting  what  are  consid- 
nrior  tr.  the  crisis  ered  the  right  conditions  for 


on  the  advice  of  foreign  apore  s anracLiveuc^  a*  a as  a centre  for  Dona  issu^c 

and  other  financial  centra  for  fund  manage-  in  foreign  curranoK  such® 

experts.  ‘At  every  step  of  ^ Pe.er  Hamzat  govern- 


Aberdeen  Asset  Manage- 
ment 

Being  at  the  helm  of  a 
very  closely  managed  econ- 


sssrswi 

offer  liquid  capital  market^  “Being  at  the  helm  of  a 

“As  a financial  centre  regional  very  closely  managed  econ- 

must  be  able  0 offer  a bond  ^r  A omy.  the  MAS  has  had  little 

market,  said  leo  awee  \ n sineaoare  difficulty  in  persuadrag  gov- 

Lien,  head  ofmandalpro-  tor  ABN  emm J-owned  and  govern- 

* V ‘SUSS  ™ Sfw  »S5Sr.  bond  mant-linked  entities  of  the 

Authority  of  Singapore,  a “ . merits  of  issuing  bonds. 

h0ld  On  the  investor  side.  Sing-  Although  neither  the  Jurat 

part  of  being  a financial  cen  bas  ^ been  able  to  Town  Corporation,  an  indus- 
try . . n-  „„  jL  nn  a large  nool  of  trial  venture,  nor  the  Hous 
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1999.  This  includes  govern- 
ment offerings  which  are 


said  Zaiar  Aiam.  regions  rr ’T*” . ,7'7_  »Wp  know  of  several 

head  of  debt  capital  markets  omy,  the  MAS  has  had  little  > multinationals 

=72  f|£§i  lESi 


now  flagged  weU  in  advance  ran 

0n.“aUS™"veral  tat  it  wiUgn  to  lb.  nd. 
regional  _ multinationals  bond  m the 


the  eurobond  market  in  Lon- 
don,” says  one  foreign 
banker.  “Singapore  will 
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^ 3^'  £ 


market."  merits  of  issuing  bonds.  Mr  Sreeniyasaa.  ^ — the  depth  or 

On  the  investor  side.  Sing-  Although  neither  the  Jurong  °^®rsb  ^ hbrazen  breadth  which  London  and 

apore  has  also  been  able  to  Town  Corporation  an  mdus-  may  < w J1™”  ” New  York  can  offer." 

/ , 1 ~r  Mol  ranhire  nor  thp  HoUS-  ambit  10DS  lO  utft-uuj  imntarc  car 

regional  bond  centre  for 


aeatbed  to  .he  « «- 

m Likewise  the  Singaporean  yield  curve  to  10-years; 

uoilar  bas  depreciated  by  • “*S 


Provident  runa,  me  siawe  — — . 7 

savings  body  which  collects  state's  property  market, 
annual  compulsory  contribu-  have  any  need  of  extra 
tions  from  both  employers  funds,  both  have  issued 
and  emplovees.  This  - which  benchmark  Singapore  dollar- 
^ . , l(ku  hnnds  in  the 


ing  Development  Board,  regional  bond  centre  lor 
which  dominates  the  city 


may  De  low  -- — ~ 

“lDShond  centre6  for  "SSS£%  - 

^^ian.  companies  and  W-d  <» “ 


ir 
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banks  should  - as  far  as 
practical  - avoid  unneces- 


a domestic  oonu  -7-  : j..  benchmark  Singapore  dollar-  pracncai  - ovum 

thrive.  These  include:  and  employ ees- ■ , t d enonmn^ed^  boSs  in  the  sary  foreign  exchange  risks 

• vvtending  the  governmvnt  months.  Other  para-  when  it  comos  to  nnsmg  oap- 

_s  . ■ nwMinc  oro  BVTlPOtpd  tO 


fe^Th^the^cSrencles  of  the  primary-  dealersfop  s^ 
S STts  neighbours  jbar-  -m  for  government  bond 


rina  Hong  Kong:  which  distribution: 
reSns  its  Peg  to  the  US  dol-  • offering  tax  incentives  to 
^rfof  any  country  in  the  stimulate  a secondary  mar- 
!Son  foe  city-state  thus  ket  in  Singaporean  bonds 
to  least  need  to  develop  a (most  or  wfoeh  have  I been 
domestic  bond  market.  traditionally  held  m the 

Yet  Singapore's  response  vaults  ^he  c‘ty  ***** 


•id  curte  to  iu->eai3,  — - — — . . 

broadening  the  scope  of  ratio  of  domestic  “ 

? prtmarv  dealership  sys-  the  world  at  more  than  40 
m for  government  bond  per  cent  of  gross  domestic 
itribution:  product  - is  seen  as  an 

offering  tax  incentives  to  unparalleled  resource, 
muiate  a secondary  mar-  In  order  to  stimulate 


statal  groups  are  expected  to 
follow  suit. 


when  it  comes  to  raising  cap- 
ital. 

It  is  unlikely  that  many 


stimulate  a secondary  tu<u-  ^ , _1I4  JCTZ++,, 

ket  in  Singaporean  bonds  investor  interest,  the  city 
(most  of  which  have  been  state  has  encouraged  mdi- 
traditionaliy  held  in  the  viduals  to  outsource  man- 


f°Similarly,  there  was  no  Asian  corporation*  would 

shortage  or  demand  for  the  have  c(nmaorean  nosis" having  built  up  size- 

bonds.  The  opening  up  of  a able  capital  markets  teams 

foreign  currency  swaps  facd-  ^ ^abilitfos  For  those  in  Singapore.  The  fact  that 

ity  has  encouraged  borrow-  mg  Simesu  Singapore  s denva- 

ers  such  as  General  Electric  swapping  ou  tives  exchange,  is  actively 

Credit  Corporation.  Ford  and  reocy-  jiKon  ^ iccu.  studying  plans  to  launch 

the  International  Finance  being.  onlv  ^ futures  contracts  based  on 


pier,  play  on  its  advantage  as 
a centre  where  Asian  bor- 
rowers will  be  more  easily 
recognised  and  thus  more 
quickly  assessed  by  inves- 
tors. 

Many  foreign  banks 
clearly  agree  with  this  prog- 
nosis having  built  up  size- 


r;  — • 9 

Ford,  exhibitor  at  last  November’s  Singapore  Motor  Show, 
has  just  issued  a SS150m  bond 


to  the  regional  crisis  has  1 
been  instructive.  Unlike  its  1 
neighbours  it  has  sought  to  < 
profit  from  the  turmoil  by  t 
projecting  itself  as  an  island  1 
of  stability,  predictability 

and.  above  all.  a centre  from  t 
which  foreign  banks  can  < 

BANKS  by  Edward  Luce 
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vaults  of  foe  city  state’s  five  agement  of  their  CPF 

leading  domestic  banks  until  savings  to  unit  trusts.  For- 

,cui  m-inacun;  have 


investor  interest,  tne  city-  uy  rr-”v 

state  has  encouraged  indi-  ers  such  as  General  Elei-tnc 
viduals  to  outsource  man-  Credit  Corporation.  Ford  and 
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Corporation  to  issue  Singa- 
pore dollar  bonds  as  well. 


- or  syndicate  lead  manag- 
ers: 


tic  savings. 

“Given  the  huge  amount 


this  year.  facilities  of  a financial  cen- 

Sunil  Sreenivasan,  chief  porean  dollare  nnen  Chris  Podburv, 

fprutive  of  Citibank  in  would  prove  difficult  to  swap  tre.  says  Cans  Foaoun. 


futures  contracts  based  on 
interest  rates  in  regional 
currencies  is  also  considered 
a plus  point.  “Singapore 
wants  to  present  itself  as  a 
one  stop  shop  with  all  the 
facilities  of  a financial  cen- 


“Uiven  tne  nuge  cuuuluu  ■ . . 

• scrapping  reserve  require-  of  domestic  funds  based  in  executive  of  Ct.bank 


hsad  of  futures  at  Jardine 
Fleming.  "It  doesn’t  neces- 
sarily expect  the  biggest  con- 
tracts or  the  most  liquid 
markets  in  everything  but  it 
wants  to  be  able  to  offer  the 
full  range  of  financial  instru- 
ments.’' 

judged  against  this  less 
extravagant  benchmark, 
many  believe  that  Singapore 
pan  succeed  in  its  aim  to 
build  a viable  domestic  bond 


market.  While  the  early 
stages  of  its  development 
may  look  somewhat  artificial 
- with  government  entities 
tapping  capital  they  don’t 
need  from  a semi-captive 
audience  of  domestic  inves- 
tors - it  may  not  take  long 
for  the  Singapore  bond  mar- 
ket to  reach  what  officials 
describe  as  a “critical  mass". 
Liquidity,  in  other  words, 
may  not  be  that  far  off. 


Cosy  regime  begins 
to  feel  the  pressure 

The  need  for  change  has  been  recognised  in  the  face  of  the 
effects  of  the  Asian  crisis  on  ban  portfolios 
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Wherever  you  look  in  g 
Singapore,  it  seems,  there  is 
usually  a bank  staring  back  j 
at  you.  With  a population  of  0 
3m.  Singapore  is  one  of  the 
most  over-hanked  countries 
in  the  world. 

Considering  the  relative 
homogeneity  of  the  domestic 
economy  and  that  the  mort- 
gage market  is  heavily  subsi- 
dised by  the  government,  it 
is  hardly  surprising  Singa- 
pore's five  leading  hanks 
achieve  such  unimpressive 
returns  on  equity. 

Until  recently,  the  Mone- 
tary Authority  of  Singapore 
did  not  see  this  as  a prob- 
lem. While  the  leading  banks 
remained  profitable  and  con- 
tinued to  lend  cheaply  to  a 
government-linked  corpora-  c 
tions.  there  was  little  need  to 
address  the  underwhelming  l 
performance  of  the  domestic  t 
banking  sector.  £ 

Yet  the  effects  of  the  1 
Asian  financial  crisis  on  the 
loan  portfolios  of  banks  such  l 
as  the  Development  Bank  of  i 
Singapore  and  the  Overseas  i 
Chinese  Banking  Corpora-  1 
tion  have  persuaded  officials  : 
or  the  need  to  press  for  : 
change.  The  appointment  of  i 
John  Olds,  formerly  at  < 
J.  P.  Morgan  as  chM  execu- 
tive of  DBS  was  intended  to 
signal  that  foe  era  of  domes- 
tic protection  was  drawing 
to  a close. 

Mr  Olds,  the  first  Foreigner 
to  head  a Singaporean  bank, 
has  made  it  clear  he  intends 
to  change  the  internal  cul- 
ture at  the  state-owned 
hank.  This  will  include  an 
aggressive  overseas  expan- 
sion drive  - already  under 
way  with  the  majority  pur- 
chase of  Thai  Danu  bank 
and  the  Philippines-based 
Bank  of  South  East  Asia  last 
year  - and  preparation  for 
the  opening  of  the  domestic 
banking  sector  to  full  foreign 
competition. 

“We  want  to  achieve  the 
kinds  of  return  on  equity 
you  see  for  Hong  Kong 
banks,”  says  Mr  Olds.  Yet 
Mr  Olds  and  Alex  Au.  his 
recently  appointed  counter- 
part at  OCBC,  who  is  Hong 
Kong- Chinese,  fare  daunting 
challenges  in  their  quest  to 
improve  shareholders’ 
return  on  equity. 

For  a start,  there  is  little 
sign  of  movement  towards 
consolidation  of  the  domes- 
tic banking  sector  even 
though  Lee  Hslen  Loong. 
deputy  prime  minister,  has 
indicated  that  a merger  or 
two  would  be  welcome. 
Mergers  would  allow  Singa- 
pore’s banks  to  create 
greater  economies  of  scale 
for  overseas  expansion  and 
enable  them  to  leverage 
their  balance  sheets  more 
effectively. 

Although  DBS  has 
acquired  POSBank.  the 
domestic  postal  savings 
bank,  there  appears  to  be 
little  opportunity  for  consoli- 
dation between  the  remain- 
ing five.  Pan  of  the  problem 
is  that  DBS’s  four  competi- 
tors remain  mostly  famlly- 
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owned  and  are  thus  not  sus- 
ceptible to  unfriendly  bids. 
“Singapore  should  have 
fewer  hanks  but  it  is  difficult 
to  see  how  or  when  this  is 
going  to  happen.”  says  a 
local  analyst. 

Second,  there  is  a limit  to 
what  hanks  can  do  to 
improve  their  performance 
in  the  domestic  market. 
Michael  Sia.  banking  analyst 
at  S.  G.  Securities,  says  that 
Singaporean  banks  are  hin- 
dered by  the  limited  range  of 
domestic  borrowers.  Unlike 
in  Hong  Kong,  where  banks 
lend  to  a range  of  small  and 
medium-sized  enterprises  at 
a margin  over  prime  interest 
rates,  Singapore  loan  portfo- 
lios are  stuffed  with  AAA 
rated  government -linked  cor- 
porations and  foreign  multi- 
nationals based  in  the  city- 
state.  The  benchmark  Iend- 

There  are  big 
logistical 
difficulties  in 
acquiring  banks  in 
other  markets’ 


WA. 


ing  rate  is  thus  usually  the 
Singapore  Interbank  Offered 
Rate.  “It  is  difficult  to 
improve  your  margins  when 
you  are  lending  at  such  low 
rates,"  says  Mr  Sia. 

Third,  there  are  big  logisti- 
cal difficulties  in  acquiring 
banks  in  other  markets, 
whether  it  be  in  Malaysia. 
Thailand.  Indonesia  or  the 
Philippines.  “You  have  to  be 
careful  to  do  your  due  dili- 
gence." says  Roger  Lum. 
banking  analyst  at  Credit 
Lyonnais  in  Singapore. 
“There  is  always  the  danger 
you  will  discover  hidden 
non -perform ing  loans  only 
after  you  have  made  the 
acquisition." 

Tn  addition,  although  the 
Asian  crisis  has  presented 
Singaporean  banks  with 
unprecedented  opportunities 
to  muscle  into  previously 
closed  markets,  the  region’s 
stronger  and  more  desirable 
banks  are  clearly  not  for 
sale. 

Last,  the  clock  is  ticking 
towards  the  day  when  full 
liberalisation  occurs.  Mr  Lee 


hag  indicated  this  could  take 
a maximum  of  five  years. 
But  others,  including  Sunil 
Sreenivasan.  head  of  Citi- 
bank in  Singapore,  which 
has  a quota  of  20  local 
branches,  say  the  authorities 
have  hinted  that  they  have 
plans  to  liberalise  the  city  1 
state's  controlled  automated 
teller  machine  network  ( 
sooner  rather  than  later.  ' 
Foreign  banks  are 
excluded  from  the  domestic 
sector's  mutual  access  ATM 
network  and  are  thus 
debarred  from  offering 
access  to  international  net- 
works such  as  Cirrus. 
“Bricks  and  mortar  [physical 
branches]  don't  matter  so 
much  any  more."  says  Mr 
Sreenivasan.  “What  counts 
is  the  ability  to  compete 
electronically." 

In  addition,  foreign  banks 
are  clearly  interested  in 
making  acquisitions  in  Sing- 
apore, although  this  will  not 
be  possible  until  the  MAS 
has  scrapped  the  banks'  dual 
listing  system  which  limits 
foreign  shareholding  to  40 
per  cent  of  total  equity.  On 
some  fronts,  the  MAS  has 
made  quite  radical  changes, 
most  notably  by  imposing 
much  stricter  disclosure 
requirements  on  domestic 

banks. 

This  is  a departure  from 
the  city-state's  previously 
secretive  disclosure  practices 
and  brings  reporting  stan- 
dards closer  to  those  prevail- 
ing in  Hong  Kong. 

Analysts  expressed  sur- 
prise at  the  level  of  detail 
hanks  disclosed  about  their 
NPL  exposure  to  other  parts 
■ of  Asia  in  their  1998  results. 

“In  the  early  1990s  all  we  got 
, was  the  net  profit  figure." 
t says  one  analyst.  “Now  we 
. get  the  real  minutiae." 
f The  MAS.  which  talks  of 
1 moving  from  “regulation  to 
: supervision”  of  the  banking 
a sector,  has  also  reduced  capi- 
tal adequacy  requirements 
s on  Singapore-based  banks 
3 and  encouraged  banks  to 
1 issue  more  debt  by  permit- 
s ting  a slice  of  reserves  to 
f count  as  tier-two  capital, 
s “Singaporean  banks  are  still 
e very  conservative  but  the 
r MAS  is  pushing  them  to 
change."  says  a foreign 
g banker.  "And  the  MAS 
U always  gets  its  way  in  the 
e end." 
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STOCK  AND  DERIVATIVES  MARKETS  by  Edward  Luce  

A mountain  still  to  climb 

Few  are  confident  that  Singapore  can  easily  build  an  equities  market  to  nval  Hong  Kong 
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Singapore  has  never  been 
Asia’s  first  port  of  call  for 
those  wishing  to  trade  equi- 
ties or  derivatives. 

With  a stock  market 
mostly  dominated  by  govern- 
ment-linked entities  and 
other  domestic  companies, 
foe  city-state  seemed  illiquid 
and  unexciting  compared 
with  Hong  Kong  or  Tokyo. 

With  Malaysia’s  decision 
to  impose  strict  capital  con- 
trols on  foreign  portfolio 
investment  last  September. 
Singapore  has  even  been 
deprived  of  its  one  heavily 
traded  sector,  the  over-the- 
counter  market  in  Malaysian 

shares. 

The  city-state's  decision 
last  November  to  demutu- 
alise and  eventually  merge 
Us  stock  and  derivatives 

exchanges  was  presented  as 
the  first  big  step  on  the  road 
to  the  creation  of  a much 
livelier  and  attractive  envi- 
ronment for  trading 
exchange-listed  products  in 
Singapore. 

The  move,  which  was  fol- 
lowed by  a similar 
announcement  in  Hong 
Kong  earlier  this  month,  has 
been  greeted  warmly  by  the 
markets.  Yet  few  are  confi- 
dent that  Singapore  can  eas- 
ily build  a market  to  rival 
either  the  volume  or  liquid- 
ity of  Hong  Kong. 

“The  Singapore  stock 
exchange  is  never  going  to 
rival  the  Hong  Kong  stock 
exchange."  says  one  banker, 
“h  is  a completely  different 
environment." 

With  a fraction  of  foe  mar- 
ket capitalisation  of  the 
HKSE.  the  SES  has  a moun- 
tain to  climb.  Although  it 
has  long  touted  for  overseas 


business,  almost  no  foreign 
company  has  chosen  to  list 
either  primary  or  secondary 
shares  in  Singapore. 

By  prodding  the  SES  to 
liberalise  brokers'  commis- 
sion fees  and  convert  itself 
into  a profit-seeking  com- 
pany answerable  to  its 
shareholders,  the  Monetary 
Authority  of  Singapore 
hopes  to  reduce  the  cost  of 
both  trading  and  listing 
shares. 

But  with  such  a poor  con- 
centration of  liquidity  few 
believe  the  SES  will  acquire 
an  international  dimension 
in  the  near  Tuture. 

“We  want  to  become  a cen- 
tre for  overseas  listed  deposi- 
tary receipts.”  says  an  offi- 
cial. “But  we  recognise  this 
could  take  years  to  build." 

The  MAS  has  also  sought 
to  attract  international  asset 
managers  to  the  city  state  by 
liberalising  access  to  Singa- 
pore’s central  provident 
fund,  worth  more  than 
US$60bo.  a number  of  fund 

managers  have  already 
taken  advantage  of  its  deci- 
sion to  allow  Singaporeans 
to  outsource  management  of 
their  savings  to  foreign-run 
unit  trusts  and  other 
vehicles. 

The  move,  seen  as  a carrot 
to  entice  more  fund  manag- 
ers to  Singapore,  has  been 
accompanied  by  a relaxation 
of  restrictions  on  the  types 
of  security  in  which  CPF 
money  can  be  invested.  Pre- 
viously, it  was  restricted  to 
government  bonds  and  prop- 
erty. 

“Singapore  is  promoting 
asset  diversification.”  says 
Robert  Tomlin,  managing 
director  of  Dane  Court,  an 


asset  manager.  "I  would 
describe  this  as  a genuine 
paradigm  shift  from  a highly 
regulated  environment  to  a 
much  more  laisser  taire  sys- 
tem." 

However,  other  fund  man- 
agers are  sceptical  about 
whether  foe  liberalisation  of 
CPF  funds  will  either  attract 
more  fund  managers  to  Sing- 
apore or  result  in  a signifi- 
cantly greater  volume  of 
activity  on  the  SES. 

“These  are  public  funds,  so 
fees  are  kept  at  wafer-thin 
levels,”  says  a US  invest- 
ment banker,  “it  really  isn't 
the  type  of  business  that 
pays  our  bills.” 

Bankers  are  more  positive 
about  the  outlook  for  Singa- 
pore's derivatives  market.  In 


exchange  is  also  looking 
actively  at  launching  con- 
tracts on  regional  interest 
rate  markets  which  would 
eventually  include  listing 
futures  on  regional  govern- 
ment bond  markets. 

Although  the  launch  of 
fixed  income  contracts  is 
some  way  off,  given  the  lack 
of  liquidity  and  trading  in 
neighbouring  government 
bond  markets.  Simex  is  the 
first  regional  derivatives 
exchange  to  signal  its  inten- 
tion of  creating  such  a mar- 
ket. 

Many  have  expressed  sur- 
prise and  even  admiration  at 
Singapore's  willingness  to 
poacb  business  from  its 
neighbours. 

“Before  the  regional  fin  an- 


‘In  contrast  to  the  Hong  Kong  Futures 
Exchange,  Simex  has  been  fighting 
aggressively  for  regional  business’ 


contrast  to  the  Hong  Kong 
Futures  Exchange,  which 
offers  mostly  domestic  based 
contracts.  Simex  (the  Singa- 
pore International  Monetary 
Exchange)  has  been  fighting 
aggressively  for  regional 
business. 

Simex  now  offers  futures 
contracts  on  the  stock  mar- 
ket indices  of  Taiwan.  Hong 
Kong,  Thailand  and  Singa- 
pore and  has  said  it  will 
launch  a contract  on  the 
Kuala  Lumpur  composite 
Index  once  capital  restric- 
tions have  been  eased  in 
Malaysia. 

Elizabeth  Sam.  vice-presi- 
dent of  Simex.  says  the 


cial  crisis  Simex  would  have 
been  much  more  cautious 
about  listing  contracts  on 
foreign  markets,”  says  an 
analyst  in  Singapore.  "But 
there  is  much  less  emphasis 
on  Asean  consensus  nowa- 
days. There  is  a greater 
accent  on  competition." 

Simexs  credibility 
received  a further  boost  last 
month  when  it  joined 
Globex,  the  world  deriva- 
tives alliance  between  the 
Chicago  Mercantile 
Exchange  and  Matif.  the 
French  derivatives 
exchange. 

The  move  - again,  a first 
among  regional  derivatives 


exchanges  - will  enable 
users  of  the  electronic  plat- 
form to  trade  each  other's 
contracts  on  a 24-hour  basis 
with  Singapore  as  foe  Asian 
leg  of  the  time  zone. 

It  will  also  enable  market 
users  to  cross-margin  posi- 
tions on  each  exchange  and 
thus  reduce  costs.  “Joining 
Globex  is  a big  plus  factor  in 
Simex's  favour,"  says  Chris 
Podbury.  head  of  futures 
trading  at  Jardine  Fleming 
in  Singapore. 

However  there  are  still 
obstacles  to  the  creation  of  a 
liquid  over-the-counter  deriv- 
atives market  in  Singapore 
despite  the  fact  that  Simex 
intends  eventually  to  list 
OTC -based  products. 

Bankers  say  that  MAS  reg- 
ulations act  as  a constraint 
an  the  development  of  a 
decent  repo  market  owing  to 
confusion  about  regulations 
governing  “shorting"  - sell- 
ing a security  you  do  not 
own  in  the  hope  its  price  will 
fall  before  you  have  to 
deliver. 

Shorting  is  an  essential 
component  of  a repo,  or 
securities  repurchase,  mar- 
ket which  itself  is  indispens- 
able to  providing  real  liquid- 
ity in  the  cash  markets,  say 
bankers.  Again,  the  MAS  has 
taken  measures  to  create  a 
repo  market  but  the  city- 
state  is  still  hampered  by  a 
reputation  for  interference 
and  micro-regulation. 

“The  Singaporeans  are 
doing  all  the  right  things 
and  they  are  doing  them  by 
the  textbook.”  says  a banker. 
"But  it  is  difficult  to  shake 
off  the  view  that  Hong  Kong 
will  always  be  more  laisser 
fairs  than  Singapore.” 
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INFORMATION  TECHNOLOGY  by  Alan  Cane 
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SINGAPORE?# 


Master  plan  for  e-commerce 


Measures  aim  to  encourage  the  world’s 
leading  companies  to  regard  Singapore 
as  an  attractive  place  to  do  business 


Singapore's  commitment  to 
information  technology  as 
the  means  to  become  an 
“intelligent"  island,  n -vir- 
tual intermediary’'  at  the 
heart  of  the  region,  capable 
of  handling  SSI  bn  worth  of 
electronic  commerce  a year 
by  2003,  Ls  incontrovertible. 

Innovations  that  are  com- 
monplace on  the  island 
remain  the  stuff  of  the 
future  elsewhere.  Peter 
Walker,  a principal  with  the 
Singapore  office  of 
A.  T.  Kearney,  the  manage- 
ment consultants,  says:  “If 
there  are  superior  examples. 
I do  not  know  of  them.” 

At  Changi  Airport,  for 
example.  Singaporeans  who 
travel  extensively  can  clear 
immigration  in  seconds 
thanks  to  a system  which 
compares  an  image  of  their 
thumb-print,  stored  in  a 
“smart"  card,  with  a live 
image  taken  on  the  spot 
with  a fingerprint  scanner 

The  two  images  must 
match  before  the  immigra- 
tion gate  opens.  By  last 
December,  almost  6.000  Sin- 
gaporeans had  been  issued 
with  cards  and  further 


extension  of  the  scheme  is  in 
progress. 

The  airport  was  also  the 
first  in  the  world  to  offer  a 
free  personal  computer  con- 
nection service  with  some  20 
sockets  installed  in  the 
departure  and  transit 
lounges. 

Singapore  has  held  the  dis- 
tinction of  being  the  world's 
busiest  shipping  port  since 
19&i.  with  800  or  more  ships 
in  its  waters  at  any  time. 
The  need  to  juggle  35  bertlis 
and  hundreds  of  other  pieces 
of  equipment  means  the  PSA 
Corporation,  responsible  for 
commercial  management  of 
the  port,  has  to  behave  like 
the  conductor  of  an  orches- 
tra. according  to  Dr  Yeo 
Nlog  Hong,  PSA  chairman. 
A computer  system  which 
leans  heavily  on  artificial 
intelligence  is  the  key.  “We 
use  every  piece  of  equipment 
as  effectively  as  possible."  he 
says. 

PSA  is  especially  proud  of 
its  inventory  management, 
based  on  bar-coding,  which 
means  that  cargo  containers 
can  be  stacked  nine  high  in 
the  port’s  limited  storage 


areas  compared  with  only 
two  to  four  elsewhere. 

Automation  is  everywhere. 
"We  are  moving  from  a blue 
collar  industry  tu  an  infor- 
mation technology  culture," 
Dr  Yeo  says.  For  example, 
women  operate  the  port’s 
huge  enn  miner-hand  ling 
cranes  from  a remote  control 
centre. 

In  the  city,  metal  gantries 
over  the  roods  warn  motor- 
ists they  are  entering  the 
zone  where  Singapore's  pio- 
neering electronic  road  pric- 
ing system  is  in  operation. 
Launched  last  year,  it 
replaces  a 2u-  v oar-old  man- 
ual system  which  had  out- 
lived its  usefulness.  Its  aim 
is  simple:  to  curtail  exces- 
sive use  of  the  private  car  on 
the  city’s  crowded  streets. 

To  travel  in  the  inner  city, 
cars  and  motorcycles  must 
be  equipped  with  a small 
device  capable  of  accepting  a 
smart  card.  The  card  must 
be  charged  with  electronic 
cash.  On  entering  a priced 
zone,  radio  signals  between 
scanners  on  the  gantries  and 
the  in-car  device  automati- 
cally result  in  the  prescribed 
payment  being  deducted 
from  the  card.  Cameras  on 
the  gantries  detect  any  road 
user  attempting  to  avoid 
paying  the  toll. 


Tbe  road  pricing  system  is 
3 key  pan  of  the  Land 
Transport  Authority’s  "inte- 
grated traffic  management 
system",  which  will  combine 
a variety  or  monitoring  and 
scanning  technologies  to 
provide,  the  LTA  says. 
“Close,  active  and  constant 
interaction  between  the  road 
and  public  transport  users 
and  the  land  transport  sys- 
tem". 

Automation  in  the  port, 
airport  and  on  land  is  only 
one  element  in  Singapore's 
master  plan  to  become  the 
electronic  commerce  hub  of 
the  region.  There  is  an 
emphasis  on  measures 
which  will  encourage  the 
world’s  leading  companies  to 
regard  Singapore  as  an 
attractive  place  to  do  busi- 
ness. 

Mr  Leong  Kheng  Thai,  the 
telecoms  regulator,  for 
example,  argues  that  it  is  as 
much  his  responsibility  to 
see  tliat  Singapore  Telecoms 
remains  price  competitive 
with  other  major  carriers  as 
to  ensure  fair  play  for  Sing- 
Tel's customers  and  competi- 
tors. 

The  master  plan, 
announced  last  autumn  by 
Bngadier-General  Lee  Hsien 
Loong,  deputy  prime  minis- 
ter. aims  to  persuade  inter- 


national companies  to  base 
their  e-comraerce  activities 
io  Singapore  making  use  of 
an  internationally  linked 
e-commerce  infrastructure 
and  wbat  tbe  government 
describes  as  an  "e-commerce 
savvy  culture". 

Central  to  this  latter 
theme  is  Singapore  One. 
described  as  tbe  world's  first 
nationwide  broadband  (high 
capacity)  network.  By  the 
end  of  the  current  year  it  is 
expected  that  the  network 
will  have  the  capability  of 
reaching  every  home,  office 
and  school  on  the  island. 
Connection  will  be  through 
cable  modems  or  ADSL 
(Asymmetric  Digital  Subscri- 
ber Line).  technologies  that 
are  well  understood  else- 
where but  whose  cost  has  so 
far  prohibited  their  use.  Con- 
nections to  Singapore  One 
are  heavily  subsidised. 

The  network,  driven  prin- 
cipally by  the  National  Com- 
puter Board,  the  National 
Science  and  Technology’ 
Board  and  tbe  Telecommuni- 
cation Authority  of  Singa- 
pore. is  being  used  for  gov- 
ernment information, 
education,  entertainment 
and  shopping.  By  2001.  it  is 
expected  that  all  key  govern- 
ment services  will  be  pro- 
vided on-line. 
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Singapore  is  taking  seri- 
ously the  need  to  develop  a 
technological  culture.  “After 
ail,"  says  Andrew  McDougal, 
British  Telecommunication’s 
development  director  for  the 
region,  "you  do  not  meet 
astrophysicists  in  Singapore 
whose  fathers  were  also 
astrophysicists.  The  store- 
house of  knowledge  you  find 
in  more  developed  countries 
does  not  yet  exist  here”. 

Tbe  master  plan  for  educa- 
tion envisages  a personal 


computer  for  every  two 
school  children  and  up  to  30 
per  cent  of  the  curriculum  to 
be  delivered  on-line.  Michael 
Yap.  newly  appointed  chief 
executive  of  the  National 
Computer  Board,  speaks 
enthusiastically  about  the 
"IT  bus",  a motor  coach  kit- 
ted out  with  PCs  which  vis- 
its workplaces  to  spread 
computer  literacy  among 
adults.  PC  penetration  is 
already  about  45  per  cent: 
internet  access  about  16  per 


cent.  We  are  trying  to  pro- 
mote "thinking  schools  and 
a learning  nation,"  says  Rear 
Admiral  Teo  Chee  Hean, 
education  minister. 

There  is  a sharp  aware- 
ness of  the  less  obvious  prob- 
lems of  establishing  an  effec- 
tive e-commerce  culture.  The 
NCB  is  a joint  venture  part- 
ner in  Netrust.  With  respon- 
sibility for  validating  elec- 
tronic transactions,  it  is  the 
only  "trusted  third  party"  in 
the  region. 
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economy 

The  country’s  aim  is  to  be  a world  class 
player  serving  the  global  market  in 
a range  of  selected  services 
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Singapore’s  Economic 
Development  Board  set  out 
its  stall  two  years  ago.  It  ini- 
tiated a study,  "Industry  21", 
to  develop  up-to-date  strate- 
gies for  the  island’s  manu- 
facturing and  exportable  ser- 
vices sectors. 

The  aim  was  and  is  for 
Singapore  to  become,  the 
EDB  said,  “a  vibrant  and 
robust  global  hub  of  know- 
ledge-driven industries", 
with  manufacturing  and 
exportable  services  constitu- 
ting at  least  40  per  cent  of 
the  island’s  gross  domestic 
product  and  creating  some 
20.000  jobs  a year. 

That  was  before  the  Asian 
financial  crisis.  Today,  the 
island’s  financial  strength 
has  enabled  it  to  weather  the 
economic  storm  better  than 
its  neighbours  and  it  is  con- 
tinuing to  press  ahead  with 
, plans  to  become  a know- 
ledge-based economy. 

Speaking  at  an  Industry  21 
seminar  in  January  this 
year.  Lee  Yock  Suan,  minis- 
ter for  trade  and  industry, 
said:  "Singapore  should  aim 
to  be  a world  class  player 
serving  the  global  market  io 
selected  services  such  as 
communications  and  media, 
education  and  healthcare." 

It  is  already  an  important 
centre  for  the  electronics 
industries.  Willie  Cheng, 
Andersen  Consulting’s  man- 
aging partner  in  Singapore, 
sums  up  the  situation 
neatly.  "Almost  everybody 
who  is  anybody  has  a base 
here,”  he  says. 

Competition  is  intense, 
controlling  prices  and  forc- 
ing manufacturers  to  world- 
class  standards.  "Singapore 
is  a good  test  bed  for  these 
products."  Mr  Cheng  says. 

For  some  of  the  newer, 
knowledge-based  industries 
- personal  computer  hard 
drive  manufacturing,  for 
example  - Singapore  is  a 
global  leader,  attracting  con- 
tracts from  around  the 
world. 

The  UK-based  Calluna 
Technology,  for  example, 
designer  of  state-of-the-art 
miniaturised  hard  drives 
only  5mm  high,  has  con- 
tracted with  PCS  Peripherals 
of  Singapore  for  volume  pro- 
duction. 

Liew  Heng  San,  managing 
director  of  tbe  Economic 
Development  Board, 
explainii  that  the  legacy  of  a 
foiled  German  electronics 
group  in  Singapore  was  a 
pool  of  talent  which  found 
profitable  expression  in  the 
disk  drive  business. 

“Now.  five  of  the  six  top 
players  in  the  world  manu- 
facture in  Singapore,"  he 
says.  “This  is  a place  where 
they  cyn  bring  products  to 
market  vary  quickly." 

About  half  the  top  20  semi- 
conductor manufacturers  are 
also  represented  on  the 
island,  five  of  the  world's 

top  10  contract  manufactur- 
ing companies  have 
operations  in  Singapore. 

A combination  of  strategic 
investments,  tax  incentives 
and  research  and  develop- 
ment grants  has  tempted 


some  5,000  multinational 
companies  so  far  to  set  up 
business  in  Singapore. 

The  EDB  is  concentrating 
on  a number  of  key  areas, 
including  electronics,  chemi- 
cals and  life  sciences.  In 
electronics,  the  aim  is  to 
generate  SS150bn  worth  of 
output  by  2010.  equivalent  to 
150  new  electronics- projects 
over  the  period. 

The  emphasis  in  the  life 
sciences  is  on  drugs,  medical 
devices,  agricultural  prod-  | 
ucts  and  food  intermediates. 
The  island  wants  to  be  borne  | 
to  15  world  class  life  sciences 
companies  by  2010. 

Singapore’s  dilemma,  how- 
ever. is  how  to  continue  to 
attract  overseas  investment 
and  technology  while  gener- 
ating a spirit  of  entrepre- 
neurship among  native  Sin- 
gaporeans. A fear  of  failure 
and  the  social  disgrace 
which  can  follow  has  tended 
to  dampen  creativity  among 
the  islanders,  rendering 
world-class  companies  like 
Creative  Technology,  the 
computer  sound  specialist, 
comparative  rarities. 

Up  to  70  per  cent  of  Singa- 
porean industry  is  either 
government-owned  or  has 
government  links  - tbe 
powerhouse  is  Singapore 
Technologies,  a huge  indus- 
trial conglomerate  with  doz- 
ens of  companies  in  engi- 
neering. electronics, 
financial  services,  property 
and  life  style. 

Most  industrialised  coun- 
tries now  believe  that  com- 
petition and  markets  are 
more  reliable  generators  of 
growth  and  entrepreneurial 
activity  than  government 
involvement.  The  Singapore 
government,  however,  has 
created  a raft  of  schemes 
which  it  hopes  will  achieve 
the  same  end.  Of  these, 
“Technopreneurship  21", 
chaired  by  the  deputy  prime 
minister,  is  only  one. 

Others  include  the  Cluster 
Fund,  which  aims  to  sustain 
and  build  up  industrial 
vibrancy  and  robustness  by 
encouraging  diversification 
in  the  key  industries,  and 
the  Local  Industry  Upgrade 
Programme,  which  aims  to 
help  local  information  tech- 
nology companies  form  part- 
nerships with  industry-lead- 
ing multinationals  with  the 
objective  of  improving  their 
capabilities. 

In  the  same  vein  is  the 
Promising  Local  Enterprises 
scheme  through  which  the 
National  Computer  Board 
provides  guidance  to  10 
selected  companies  to  help 
thorn  achieve  their  business 
objectives.  The  EDB.  as  part 
of  the  same  programme, 
hopes  to  develop  100  local 
companies,  each  with  annual 
revenues  of  at  least  S$i00m 
by  2005. 

Mr  Cheng  of  Andersen 
Consulting  believes  it  is  time 
to  sample  the  proof  of  this 
particular  pudding:  “We  can- 
not continue  to  borrow  tech- 
nology any  longer.  This  m 
the  critical  stage:  tbe  physi- 
cal infrastructure  is  in 
place,"  he  says. 
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CREA-HVE  TECHNOLOGY 

A blast  of 

entrepreneurial 


Sim  Wong  Hoo;  “Our  focus  ts  the  customer" 


TELECOMMUmCATIOMS  by  Alan  Cane  

Ringing  the  changes  as 
competition  bites 

Sinqapore  Telecoms,  which  has  traditionally  dominated  the 
market,  has  been  forced  on  to  the  defensive  in  response  to  the 
arrival  of  a number  of  new  operators 


Creative  Technology's 
strik/ng  headquarters  in 
Singapore's  International 
Business  Park  stand  as  a 
monument  to  one  of  the 
island's  few  home  grown 
electronics  groups  to  have 
achieved  global  recognition. 

Founded  in  1901  by  Sim 
Wong  Hoo,  chief  executive 
and  still  the  company's 
principal  driving  force, 
Creative  is  known  by 
computer  users  everywhere 
as  the  designer  and 
manufacturer  of  the  ‘Sound 
Blaster"  family  of  cards  - 
complete  printed  circuit 
boards  - which  give  today's 
personal  computers  the 
ability  to  talk  and  play 
music. 

Some  60  per  cent  of  PC 
audio  systems  today  are 
based  on  Sound  Blaster 
technology.  The  company  is 
now  expanding  into  other 
aspects  of  the  multimedia 
world,  including  graphics, 
digital  video  disk  technology, 
videoconferencing  and. 
remarkably,  digital  pianos. 

Mr  Sim  is  a rarity:  a 
successful  Singaporean 
entrepreneur  who  built  up 
his  business  without 
recourse  to  venture  capital 
and  whose  principal  product 
has  become  a world 
standard.  “When  J started,  I 
had  not  heard  of  the  term 
vc."  he  says  with  a laugh. 
Now  he  has  been  appointed 
chairman  of  the  private 
sector  panel  of 
Technopreneur  Committee 
21,  a government-sponsored 
initiative  designed  to  lay  the 
foundations  for  the  creation 
of  a new  generation  of 
entrepreneurs  on  the  island. 

An  electrical  engineer  by 
training,  the  young  Sim 
Wong  Hoo  found  the 
emerging  personal  computer 
industry  to  be  a fertile  field. 
But  his  was  no  overnight 


success.  “We  spent  10 
years  bootstrapping  [funding 
activities  out  of  revenues] 
ourselves,"  he  says.  “We 
always  wanted  to  be 
creative,  to  be  different  and 
to  carry  out  research  and 
development." 

In  1984,  the  new  company 
created  Singapore’s  first 
personal  computer, 
complete  with  speech 
synthesizer  capable  of 
English  and  Mandarin 
Chinese.  It  was  the 
forerunner  of  the  “Cubic 
Cr,  launched  in  1986, 
which  Mr  Sim  modestly 
describes  as  the  world's  first 
multimedia  PC.  It  was. 
however  “five  years  ahead  of 
its  time.  It  was  too  costly 


fWe  always 
wanted  to  be 
creative,  to  be 
different  and  to 
carry  out  research 
and  development’ 


and  too  complex”,  he  says 
ruefully.  Profit  margins  were 
slim  and  extensive  customer 
support  proved  essential. 

The  chief  problem  for  the 
fledgling  company,  however, 
was  focus.  To  survive.  It  was 
spreading  itself  thinly  over  a 
diverse  range  of  activities  - 
selling  PCs  and  PC  add-ons. 
carrying  out  software  and 
hardware  development  on  a 
piecemeal  basis. 

The  solution  was  to 
concentrate  on  PC  sound 
where  Creative  already  had 
considerable  expertise. 
Furthermore.  Mr  Sim 
reasoned,  the  hardware 
would  be  difficult  to  copy 


while  audio  software  would 
yield  satisfactory  margins. 

Building  a low  cost  music 
card  proved  the  easy  part. 
Establishing  tire  technology 
as  a world  standard  took 
three  years  and  involved  Mr 
Sim  in  a prolonged  sojourn 
in  San  Francisco  where  he 
set  up  Creative's  US 
operations  and  developed 
an  understanding  of  the  US 
market  that  is,  he  says, 
superior  to  most  Americans. 

The  breakthrough,  in  1989, 
was  the  launch  of  Sound 
Blaster,  a pc  card  with 
11  -voice  synthesizer,  text  to 
speech  capabilities,  digitised 
voice  input  and  output  and  a 
digital  interface  for  musical 
instruments.  Stripped  of  the 
jargon.  Sound  Blaster 
brought  a quality  and 
realism  to  mass-market  PC 
sound  that  had  not  been 
experienced  before. 

By  1990,  it  had  become 
the  best  selling  add-on 
board  for  the  PC:  Sound 
Blaster  Pro,  launched  in 
1991,  was  rapidly  adopted 
as  the  stereo  sound  industry 
standard  for  multimedia  pcs. 
In  August  that  year,  Creative 
announced  its  initial  public 
offering  on  the  US  Nasdaq 
market,  the  first  Singaporean 
company  to  be  so  floated. 

Sound  Blaster  was  not  a 
technologically  complex 
product  And,  at  less  than 
i US$200,  it  provided  value 
that  was  difficult  to  beat. 

“We  put  in  all  the  right 
features  at  the  right  price,” 
says  Mr  Sim.  “We  are  the 
king  of  audio;  our  products 
are  bullet-proof. " 

This  is  the  key  to  Mr  Sim's 
belief  that  the  company  is 
comparatively  safe  from 
copycat  products  and  from 
PC  manufacturers 
embedding  audio  technology 
in  the  circuitry  of  their 
computers.  His  argument  is 
that  sound  is  difficult,  the 
PC  market  is  complex  and 
potential  competitors  would 
be  unwise  to  invest  in 
products  Creative  can 
supply  at  very  low  prices.  “It 
is  not  worth  the  risk,"  he 
concludes. 

Creative  is  a past  master 
at  creating  audio  capabilities  • 
at  a reasonable  price.  It  | 
pioneered  free  support  for 
software  developers 
incorporating  audio 
capabilities  in  their  products. 

It  also  offers  a free 
verification  service  for 
software  developers  needing 
a guarantee  that  their 
products  will  work  with 


Sound  Blaster.  “We  have 
10,000  games  in  our 
warehouse,"  says  Mr  Sim. 

Since  the  success  of 
Sound  Blaster  - there  are 
now  some  75m  users 
worldwide  - the  company 
has  strengthened  its 
technological  base, 
acquiring  E-mu  Systems,  a 
designer  of  microchips  for 
the  multimedia  market,  in 
1993,  and  Sharevision,  a 
videoconferencing  product 
manufacturer,  the  same 
year.  More  recently,  it  has 
acquired  Cambridge 
Sound  Works,  a US-based 
manufacturer  and  retailer  of 
stereo  speaker  systems. 

In  1998  its  turnover 
reached  US$1 .23bn  with 
pretax  profits  of  $1 52.8m. 
Analysts  are  expecting  flat 
revenues  and  profits  for  the 
current  year  as  a graphics 
price  war  and  shortage  of 
laser  heads  for  digital  video 
disk  players  take  their  toll. 

Indeed,  Creative’s  financial 
record  over  the  past  few 
years  has  not  been  faultless. 
The  chief  problem  has  been 
a tendency  to  return  to  its 
old  habit  of  involvement  in 


too  many  sectors  - the 
fiercely  competitive  CDRom 
drive  manufacturing 
business,  for  example,  in 
1996,  it  lost  some  SSI  00m 
when  the  market  for 
CD-Rom  drives  suffered  a 
glut  and  prices  crashed. 

Some  analysts  are 
concerned  that  the  group's 
focus  on  “personal  digital 
entertainment",  which  sees 
the  pc  as  the  heart  of  home 
entertainment  surrounded  by 
Creative  peripherals, 
including  sound  cards, 
digital  video  disk  players, 
graphics  cards  and  video 
cameras,  is  misguided.  “We 
are  sceptical  about  its 
success  since  we  believe 
most  consumers  would  want 
to  purchase  from  multiple 
vendors,"  notes  John 
C.  Chan,  analyst  with 
Singapore-based  broker 
G.  K.  Goh. 

Mr  Sim  denies  the  group 
is  in  danger  of  losing  its 
focus  again:  “Our  focus  is 
the  customer.  We  will  deliver 
what  the  customer  wants  at 
the  right  price." 


Telecommunications  in 
Singapore  has  undergone 
dramatic  changes  over  the 
past  few  years  and  is  set  for 
further  upheavals.  Prices 
have  tumbled  and  services 
expanded  as  Mobile  One.  a 
new  mobile  operator,  has 
challenged  Singapore  Tele- 
coms' traditional  dominance. 

The  full  commercial 
launch  next  year  of  Starhub. 
a third,  facilities- based,  oper- 
ator offering  both  fixed  wire 
and  mobile  services,  will 
ensure  that  the  two  current 
rivals  cannot  rest  on  their 
laurels. 

However.  SingTel,  the 
largest  company  on  the  Sing- 
apore stock  exchange  and  in 
which  the  Singapore  govern- 
ment has  a "5  per  cent  stake, 
retains  the  monopoly  on 
fixed  wire  calls  until  April  l 
next  year. 

The  Telecommunications 
Authority  of  Singapore,  the 
industry  regulator,  bad  origi- 
nally agreed  the  monopoly 
would  stay  in  place  intil 
2007.  So  rapid  have  develop- 
ments been  in  global  tele- 
coms. however,  that  in  1995. 
the  TAS,  concerned  about 
SingTel’s  competitiveness  in 
world  markets,  pulled  the 
deadline  forward  seven 
years,  paying  the  operator 
SSl.abn  in  compensation. 

For  the  moment.  SingTel 
remains  hugely  profitable.  In 
1996  the  group  turned  over 
S$494bn  ($2.87bn),  with  prof- 
its before  tax  of  SS2.55bn. 
Inevitably,  however,  the 
threat  and  the  reality  of 
competition  has  forced  it  on 
to  the  the  defensive. 

The  past  few  months  have 
witnessed,  for  example,  a 
spat  with  the  regulator 
when,  in  a boot  of  tit-for-tat 
price-cutting  with  Mobi- 
leOne.  it  failed  to  inform  the 
TAS  of  its  intentions  as  it  is 
required  to  do,  earning  it  a 
rap  over  the  knuckles  before 
the  new  prices  were 
approved. 

Superficially,  SingTel  is 
the  model  of  a modem  oper- 
ator. The  reception  area  of 


town  Singapore  is  complete 
with  kiosks  demonstrating 
"MSgix44,  a multimedia  sys- 
tem offering  fast  access  to 
the  internet,  videoconferenc- 
ing and  other  services. 

Bui  behind  the  glitzy, 
futuristic  image,  SingTel  is 
relying  on  traditional  cost 
cutting  and  service  improve- 
ment to  maintain  its  posi- 
tion. 

Brigadier-General  Lee 
Hsien  Yang.  SingTel’s  presi- 
dent and  chief  executive, 
emphasises  the  importance 
of  pricing  services  competi- 
tively while  continuing  to 
improve  and  enhance  con- 
tact with  customers.  Last 
year,  for  example,  rate  cuts 
and  special  offers  saved 
SingTel’s  customers  about 
SS73m.  !:  has  recently 
announced  a SS340m  rate 
reduction  package  for  the 
current  year  in  anticipation 
of  the  launch  of  Starhub.  a 
joint  venture  between  Singa- 
pore Technologies  Teleme- 
dia.  Singapore  Power.  NTT 
of  Japan  and  British  Tele- 
communications. 

"We  are  trying  to  be  a 
complete  service  prorider." 
says  Brig-Gen  Lee.  pointing 
to  the  group's  expertise  in 
tbe  most  modern  communi- 
cation technologies,  includ- 
ing frame  relay,  asynchro- 
nous transfer  mode  and 
small  aperture  satellite 
transmission.  Last  year, 
under  the  banner  “Budget 
Call”,  it  introduced  internet 
telephony,  calling  card  ser- 
vices and  callback. 

SingTel  has  some  overseas 
assets,  a 13.5  per  cent  stake 
in  the  Belgian  operator.  Bel- 
gacom. for  example,  and  a 20 
per  cent  stake  in  American 
Mobile  Satellite  Corporation, 
but  Brig-Gen  Lee  says  the 
group’s  aim  is  to  be  the  prin- 
cipal telecoms  hub  In  the 
region  rather  than  a global 
operator. 

It  is,  in  any  case,  hating  to 
re-evalute  its  partnership 
strategy  in  the  light  of  the 
collapse  of  AT&T’s  World- 


Partners  alliance,  of  which 
SicgTe?  Vas  a founding 
member.  MobileOne.  mean- 
while. has  been  a “roaring 
success  ”,  according  to  Willie 
Cheng,  managing  partner 
with  Andersen  Consulting's 
Singapore  operations.  Win- 
ning isf  mobile  licence  in 
1995,  ir  launched  its  service 
in  1997  and  signed  up  more 
than  120,000  subscribers  in 

80  days.  In  January,  this 
war,  it  bad  signed  up  more 
than  200,000  customers,  close 
to  half  SingTel’s  total. 

Innovative  pricing  has 
been  key.  according  to  Neil 
MonteOore.  chief  executive. 
Cutting  off-peak  rates  by  50 
per  cent  in  January,  he 
noted:  “The  new  rates 
should  accelerate  the  trend 
of  Singaporeans  using  their 
mobile  phones  instead  of 
their  fixed-line  phones  even 
when  they  are  at  home." 

But.  as  Willie  Cheng  says, 
however:  “Everybody  Is 
waiting  with  bated  breath 
for  StarHub.”  Terry  Clontz, 
newly  appointed  chief  execu- 
tive. has  the  problem  of 
launching  the  service  into  a 
market  where  prices  and  ser- 
vice levels  have  already  been 
sharpened  by  competition. 
He  is  putting  his  faith  in 
uhra-modern  networking 
technology  being  developed 
by  Nokia  of  Finland,  and 
packaged  fixed  and  mobile 
services. 

The  group  has  already 
made  its  first  commercial 
move,  buying  one  of  the 
three  local  internet  service 
providers.  Starhub  is  essen- 
tially a Clec.  a competitive 
local  exchange  carrier. 
Investment  in  its  network 
has  been  set  at  about 
SS2.6bn  compared  with  the 
SSlbo  SingTel  invests  every 
year,  but  Mr  Clontz  expects 
to  have  fibre  optic  cabling  to 
every  building  within  three 
years.  In  the  meantime,  he  is 
negotiating  to  interconnect 
with  SingTel's  network. 

No  more  faciiities-based 
licences  will  be  launched 
before  2002. 


Alan  Cane  ( 


j Singapore’s  open  economy  and  sound  management  make  it  a unique  place  for  business. 


i 

i Asia  s freest  economy.  Strong  fundamentals.  World-dass  capabilities  and  leading- 

i 

j edge  infrastructure.  That’s  Singapore  now.  A long-term  investment  location  for  high 
value-added  manufacturing  and  services.  And,  more  than  ever,  your  ideal  strategic 
business  partner.  Thanks  to  a S$10.5  billion  cost-cutting  package  from  government. 

A government  with  a desire  to  nurture  a knowledge-based  economy.  An  economy 


that  tbe  Heritage  Foundation  has  voted  the  world’s  freest  in  1998.  And  a city  which 
Fortune  magazine  has  chosen  as  one  of  the  best  places  in  the  world  for  business 
Make  Singapore  your  choice  where  together,  our  synergy  for  success  will  help 

us  achieve  our  vision  of  a vibrant,  knowledge-  SINGAPORE 

driven  global  hub.  Contact  us  today.  Synergy  Success 
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Braced  for  a 
difficult  year 

Despite  an  economic  slowdown  and  political 
bickering,  Poland  continues  to  make  rapid  progress 
on  the  road  from  totalitarian  communism  to 
capitalism  and  integration  with  the  west. 

Stefan  Wagstyl  and  Christopher  Bobinski  report 
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Poland  is  braced  for  a 
difficult  year.  The  Russian 
crisis  has  hit  the  country 
harder  than  expected,  its 
effects  compounded  by  the 
recession  in  Germany.  At 
borne,  economic  slowdown 
has  sent  a chill  through  the 
jobs  market  - for  the  first 
time  since  the  early  1990s 
there  is  a perceptible 
increase  in  unemployment. 

The  right-or-centre  coali- 
tion government  is  strug- 
gling to  implement  ambi- 
tious economic  and 
administrative  reforms. 

Its  approval  rates  have 
plunged,  particularly  for 
Leszek  Balcerowicz.  the 
reform-minded  finance  min- 
ister and  architect  of 
Poland's  economic  success 
in  the  1990s. 

Doctors,  teachers,  and 
most  seriously,  farmers, 
have  staged  strikes  or  pro- 
test marches. 

Voters  are  irritated  by 
squabbling  between  Mr  Bal- 
cerowicz's  Freedom  Union 
and  its  coalition  partner,  the 
AWS,  the  political  vehicle  of 
the  Solidarity  movement, 
which  is  itself  rent  by  fac- 
tional disputes. 

The  main  beneficiary  of 
this  in-fighting  has  been 
AJeksander  Kwasniewski, 
the  left-of-centre  president, 
who  has  overcome  the 
stigma  of  his  communist 
past  to  become  one  of  east- 
ern Europe's  most  papular 
politicians. 

Yet,  despite  economic 
slowdown  and  political  bick- 


ering. Poland  continues  to 
make  rapid  progress  on  the 
long  road  from  totalitarian 
communism  to  capitalism 
and  integration  with  the 
west. 

Earlier  this  month  it  was 
admitted  into  Nato.  The 
European  Commission  says 
negotiations  over  Poland's 
European  Union  entry  are 
going  well.  Its  economic 
growth  rate  this  year 
remains  among  the  highest 
in  central  Europe,  with  the 
National  Bank  of  Poland,  the 
central  bank,  forecasting 
4-43  per  cent. 

Basil  Kavalsky.  the  World 
Bank  mission  chief  for 
Poland,  says:  “This  remains 
a country  with  very  sound 
fundamentals.'’ 

The  year's  most  significant 
event  is  almost  certainly 
Nato  entry,  which  draws  a 
line  under  decades  of  Rus- 
sian domination.  Bronislaw 
Geremek,  the  foreign  minis- 
ter. has  compared  its  impor- 
tance with  the  acceptance  of 
Christianity  1,000  years  ago. 

Poland,  which  joins  the 
alliance  with  the  Czech 
Republic  and  Hungary, 
wants  Nato  to  continue 
looking  eastwards  and  pre- 
pare for  the  entry  of  other 
eastern  European  states. 
Warsaw  argues  security  can 
best  be  enhanced  by  cement- 
ing relations  with  eastern 
neighbours,  particularly 
Ukraine. 

The  achievement  of  Nato 
membership  leaves  Poland 
ft-ee  to  concentrate  on  the 


much  more  complex  task  of 
Joining  the  EU,  which  War- 
saw wants  to  complete  In 
2002.  Mr  Kwasniewski  says: 
“It's  a question  of  preparing 
our  whole  economy  to  meet 
EU  standards." 

So  far,  EU  negotiators 
have  queried  only  relatively 
minor  issues  such  as 
Poland’s  telecommunica- 
tions regulation. 

The  trickier  subjects  have 
yet  to  be  raised  in  the  entry 
talks  - including  labour 
mobility,  land  rights  in 
Poland,  the  environment  and 
agriculture. 

The  freedom  of  movement 
of  Polish  workers  into  west- 
ern Europe  Is  a particularly 
contentious  matter  for  Ger- 
many and  Austria,  which 
fear  EU  entry  might  stimu- 
late renewed  westward 
migration. 

Mr  Kwasniewski  says  the 
key  is  rapid  economic 
growth  in  Poland,  creating 
jobs  for  those  who  might  be 
tempted  to  leave. 

Economic  growth  is  also  a 
key  to  solving  the  sensitive 
question  of  the  Polish 
restrictions  on  foreign  own- 
ership of  agricultural  land. 

Polish  nationalists  fear  EU 
entry  could  produce  a flood 
of  Germans  buying  Polish 
estates,  particularly  in  pre- 
1945  German  territories  in 
the  north  and  west.  How- 
ever, such  purchases  would 
become  less  attractive  if  fur- 
ther economic  growth  raises 
Polish  land  prices  closer  to 
western  levels.  As  with 
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labour  mobility,  the  matter 
might  be  covered  by  transi- 
tion agreements  running  for 
several  years  after  the  date 
or  Polish  entry.  As  for  the 
poor  condition  of  the  envi- 
ronment in  some  regions, 
notably  industrialised  Sile- 
sia, with  its  filthy  factory 
and  household  chimneys, 
there  is  little  dispute 
between  Poland  and  the  EU 
about  what  needs  to  be  done, 
only  about  how  it  is  to  be 
financed. 

But  even  the  environmen- 
tal question  pales  in  compar- 
ison with  the  challenge  qf 
bringing  Polish  agriculture' 


Constitution 

* Official  name 
Republic  of  Poland 

- Form  of  state 
Parliamentary  feputiic 

. national  teflfcHatare 
Oteaneraf:  Sejm  (lower  housei  of  460 
members;  Senate  (upper  horee)  of  1 00 
members 

- Sectoral  system 

Universal  direct  Guffoge  ewer  age  t8 

- nations!  elections 
November  1395  (presidential)  and 
September  1997  (pariomaraarfl; 
raot  elections  due  by  NcwcnUwr  2000 
(prestdandal)  aid  September  2001 
IparUamantarfl 

.Head  of  state 

President  elected  by  unhrarsal  suffrage; 
currently  Aleksander  Kwasniewski 

Coiincd  of  Ministers  headed  try  prime 
minister.  responsible  to  pwtiament. 


A coabtonoJ  Solidarity  Sectoral  Action 
lAWSi  and  Die  Freedom  Union  (Utf)  took 
power  on  October  2t)  1997 

■ Prime  minister 

Jerzy  Buzek(AW5) 

■ Hate  potties!  groupings 
Sofidartty  Sectoral  Action  {AWS).  a 
CBiffttai  of  around  40  sraflar  parties 
end  pressure  groups  organised  around 
the  SoBdarity  trade  ixtion  movement 
Democratic  Left  Affiance  (SLD),  fanner 
commiriss  embracing  social 
democracy:  Freedom  Union  (UWj,  the 
centrist  successor  to  the  first  Sofldarty 
partiamentery  grouping;  FoUi 
Peasants'  party  (PSJ,  a smari  farmers' 
party,  Democratic  Peasants’  party  (PLDJ, 
a more  ptD-rafbnn  oflshort  of  the  PSU 
Movement  to  Retwfld  Poland  flOPj, 
promoting  nationalism  and  traditional 
social  vates 


into  the  EU.  Some  28  per 
cent  of  working  Poles  are 
employed  on  the  land,  but 
they  produce  only  6.5  per 
cent  of  GDP. 

The  government  and  the 
left-wing  opposition  agree 
farming  should  he  rational- 
ised by  creating  bigger  units 
from  the  country’s  2m  forms 
and  finding  alternative  rural 
jobs  for  formers.  But  there  is 
no  co-ordinated  programme 
for  implementing  such  a 
change.  The  EU  promises  to 
contribute  aid,  but  the 
money  will  be  for  less  than 
the,  .support,  given  over 
decides  fETWestem  Europe. 
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Moreover,  as  well  as  find- 
ing money,  there  is  the 

daunting  task  of  training  the 

rural  poor  for  the  modem 
economy.  Fewer  young 
people  in  villages  go  into 
higher  education  than  io 
years  ago. 

Even  those  fanners  who 
choose  to  turn  their  forms 
into  efficient  enterprises 
operating  to  EU  standards 
face  uncertainty  as  it  seems 
unlikely  that  they  will  have 
early  access  to  Common 
Agricultural  Policy  funds  on 
the  same  basis  as  EU  form- 
ers. A long  transition  period 
isTh  prospect 


The  problems  have  been 
thrown  into  relief  this  year 
for  pig  farmers,  who  have 
seen  selling  prices  halved 
because  of  the  Russian  cri- 
sis. Last  month,  they  staged 
protest  road  blockades. 

The  protests  struck  a 
chord  across  wide  parts  of 
Poland.  There  is  consider- 
able support  for  the  view 
that  the  benefits  of  Poland's 
economic  progress  are  con- 
centrated among  too  few 
people.  While  the  young,  the 
well-trained  and  the  enter- 
prising have  a place  in  Mr 
Balcerowicz’s  brave  new 
world,  the  old,  the  middle- 


aged  and  the  uneducated 
often  do  not.  As  well  as 
farmers,  these  have-nots 
include  people  such  as  min- 
ers at  the  heart  or  Solidarity. 

The  government  has 
increased  support  Tor  the 
stricken  pig  fanners  but  is 
resisting  any  general 
increase  in  public  subsidies 
for  agriculture  or  industry. 
Ministers  remain  committed 
to  reducing  budget  deficits 
to  zero  by  2002.  Their  prior- 
ity is  financing  reforms  such 
as  this  year's  changes  in 
pensions,  health  care,  educa- 
tion and  regional  affairs. 

A handful  of  Joss-tnaking 
state-owned  enterprises  still 
have  subsidies.  But  the  gov- 
ernment's aim  is  to  force 
such  units  to  stand  on  their 
own  feet  via  privatisation. 
Last  year's  sales  included 
the  stock  market  Dotation  of 
Pekao,  the  second-biggest 
bank,  and  Tpsa.  the  telecom- 
munications utility.  This 
year's  plans  include  the 
sales  of  strategic  stakes  in 
Pekao  and  Tpsa  plus  the  pri- 
vatisation or  PZU,  the 
Insurer,  and  Raflneria  Plock. 
the  oil  group.  Where  enter- 
prises are  too  weak  to  be  pri- 
vatised they  are  being  cut  or 
closed,  as  with  coal  mines. 

Ministers  support  Turtfaer 
foreign  investment,  which 
has  reached  as  accumulated 
total  of  S30bn.  including 
more  than  siObn  last  year, 
according  to  Paiz,  the  gov- 
ernment's investment 
agency.  Paiz  expects  the  Dow 
to  continue  at  the  same  rate, 
although  there  are  fears  that 
the  world  economic  slow- 
down could  delay  projects. 

There  are  sporadic  com- 
plaints about  the  extent  of 
foreign  capital  in  tbe  econ- 
omy. notably  about  German 
investment.  Right-wing 
groups  try  to  exploit  fears  of 
Germany,  which  are  under- 
standably strong  among 
older  people  who  remember 
the  second  world  war.  But 
most  Poles  accept  close  ties 
with  western  Europe  Inevita- 
bly mean  close  ties  with  Ger- 
many. They  hope  that  Nato 
and  EU  membership  will 
bring  such  a deep  sense  of 
security  that  fears  of  Ger- 
many-and  Russia -can  be 
consigned  to  the  past. 
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A world 

of  opportunity 
in  Poland. 


After  eight  years  of  successful  social 
and  economic  reform,  the  Polish 
economy  is  now  one  of  the  fastest- growing 
in  Europe.  In  1997,  GDP  increased  by  almost  7% 
in  real  terms,  and  industrial  output  rose  by  over 
11%.  The  Polish  government’s  conservative 
fiscal  policy  has  reduced  the  budget  deficit  to  1 39b  of 
GDP,  and  the  country’s  strong  growth  is 
stimulating  foreign  investment  and  reducing 
unemployment.  This  success  is  reflected  in  Poland’s 
Sovereign  debt  rating,  which  is  considered 
as  ^Investment  grade"  by  the  leading  rating  agencies. 
The  transformation  of  the  economy  has  been  accom- 
panied by  a far-reaching  privatisation  plan, 
revitalising  Poland’s  industrial  and  commercial 
infrastructure.  A milestone  in  this  process  is  the 
initial  public  offering  of  shares  in  Telekomunikacja 
Polska  - TP  S A.  - the  largest  privatisation  in  the 
region  to  date. 

TP  S.A.  is  the  principal  provider  of 
telecommunications  services  in  Poland,  and  is 
currently  the  only  provider  of  international 
and  national  long-distance  telephone  services  and 
the  dominant  provider  of  local  telephone  services. 
The  company  also  offers  leased  lines,  radio 
communications,  data  transmission  services 
and  equipment  sales,  and  a number  of  other, 

value-added  services. 

Access  line  penetration  in  Poland  is  still 

well  below  the  EU  average  of  50%,  at  around  20%. 
A cornerstone  of  TP  S-A/s  strategy  « “ ^'“P 
and  modernise  the  national  telecommunications 
network  through  a 4 billion  dollnr  investment 
programme.  The  company  expects  to  install 


3 million  new  Vines  k as  a whole. 
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customer  database.  TP  SA.  also  intends  to  expand 
the  range  of  services  it  offers,  and  is  developing 
an  intelligent  network  platform  for  advanced 
services  such  as  televoting  and  split-charge  calling. 
Tbe  company  is  also  investing  to  expand  its  internet 
and  on-line  services.  Mobile  services  represent 
a particularly  attractive  growth  market.  TP  SA. 
offers  analogue  and  digital  mobile  phone  services 
through  PTK-Cemerte],  a joint  venture  with  France 
Telekom  which  hasover  800.000  customers. 
Centcrtel  intends  to  expand  its  digital  network 


coverage,  and  to  continue  to  offer  both  services  at 
competitive  prices. 

TP  SA.'s  new  management  team  is  deter- 
mined to  ensure  that  the  company  retains  its  leading 
presence  in  the  Polish  market,  and  has  introduced  an 
ongoing  programme  of  organisational  restructuring 
to  create  a market-responsive  company,  geared  to 
meeting  the  needs  of  its  customers  as  efficiently 
as  possible. 

TP  S A.;  ready  for  growth. 
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THE  ECONOMY  by  Stefan  Wagstyl 


Slowdown  is  sinking  deep  into  everyday  life 

A modest  decline  has  developed  into  a more  serious  downturn  due  to  the  impact  of  two  external  shocks:  the  Russian  crisis  and  the  decline  in  growth  in  western  Eur°Pe 


With  export  growth  declining  following  the 
Russian  crisis,  GDP  growth  is  also  stowing , 


_ creating  concern  about  the  fiscal  and, 
especially,  the  corrent  account  deficits  _ 


..  but  foreign  mvestors’  confidence 
remains  strong 
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Daewoo  is  one  of  the  biggest  foreign  investors 


Marfa  Zbaska 


Wojtek  Madalski  hits  cl?sr 
evidence  that  the  slowdown 
id  the  economy  is  sinking: 
deep  into  everyday  Lite  - a 
decline  in  the  growth  of  fruit 
juice  sales. 

Mr  Madalski.  president  of 
Hortex  Holding.  Poland's 
biggest  juice  maker,  says: 
■*We  can  see  the  rapid 
growth  we  experienced  in 
previous  years  is  slowing- 

Fiat,  the  Italian  carmaker 
which  is  the  market  leader 
in  Poland,  reports  a similar 
story.  So  does  Bank  Han- 
dlowy.  the  Warsaw  bank. 

Across  the  country.  Polish 
companies  are  com  jug  to 
terras  with  the  fact  that  the 
deceleration  in  economic 
growth  which  started  last 
year  will  be  steeper  than 
was  forecast  even  three 
months  ago. 

A modest  slowdown,  trig* 
gered  by  efforts  by  the 
authorities  to  coo)  over-rapid 
growth  in  199*5  and  1997.  has 
developed  into  a more  seri- 
ous downturn  due  to  the 
impact  of  two  external 
shocks:  the  Russian  crisis 
and  the  decline  in  growth  in 
western  Europe. 

The  outlook  depends 
mainly  on  the  prospects  for 
export  markets,  principally 
in  the  European  Union, 
although  Russia  also  matters 
because  it  bought  about  S 
per  cent  of  Polish  exports 
before  the  crisis  and  up  to  30 
per  cent  in  some  sectors 
including  food  processing. 

The  uncertainty  bas  made 
some  Warsaw  politicians  and 
business  people  nervous, 
notably  Jerzy  Kropiwnicki, 


Swreer  iUWeanUGfi  UenSUr** 

head  of  the  government's 
strategic  studies  centre,  who 
has  warned  of  a risk  of  reces- 
sion and  urged  fellow  minis- 
ters to  prepan?  an  economy- 
boosting  package. 

However,  the  government 
lias  ordered  Mr  Kropiwnicld 
to  hold  his  tongue.  Hanna 
Gronkiewicz-Walc.  the  gover- 
nor of  the  National  Bank  of 
Poland,  the  central  bank, 
has  appeared  on  national 
television  to  declare:  “There 
is  no  crisis." 

The  hank  bas  tried  to  ease 
the  slowdown  by  accelerat- 
ing cuts  in  interest  rates, 
with  its  key  one-month  inter- 
vention rate  coming  down 
from  24  per  cent  in  January 
1998.  to  13  per  cent. 

Mrs  Gronkiewicz-Walc 
says  the  bank  must  study 
the  effects  of  these  reduc- 
tions before  contemplating 
further  moves.  But  with 
inflation  failing  rapidly  from 


13.2  per  cent  in  1997  to  8.6 
per  cent  last  year,  there 
could  be  room  for  further 
interest  rate  cuts. 

The  national  bank  fore- 
casts gross  domestic  product 
growth  for  1999  of  4.5  per 
cent,  down  from  4.8  per  cent 
last  year.  Predictions  from 
private  sector  economists  go 
as  low  as  1.S  per  cent 

Much  depends  on  the 
strength  of  a predicted 
recovery'  in  the  second  half 
of  the  year,  particularly  in 
exports.  If  EU  economies 
perform  worse  than  expec- 
ted. so  will  Poland's. 

However,  such  concern 
must  be  put  in  context.  Jan 
Szomburg,  president  of  the 
Gdansk  Institute  for  Market 
Economics,  an  independent 
think  tank,  says:  “Poland 
remains  the  best  performing 
economy  in  the  post-commu- 
nist world.”  Even  the  most 
pessimistic  forecasts  do  not 


envisage  falls  in  output,  as 
have  occurred  in  the  Czech 
Republic. 

The  biggest  short-term 
worries  focus  on  the  current 
account  deficit,  which  was 
already  substantial  last  year 
at  3.7  per  cent  of  GDP  and 
which  could  grow  this  year 
to  6 per  cent.  “This  is  at  the 
limits  of  tolerance.”  says 
Miroslaw  Gronidd.  an  econ- 
omist at  CASE,  a Warsaw- 
based  think  tank. 

Fortunately,  the  flow  of 
foreign  investment  bas  been 
more  than  sufficient  to  cover 
the  current  account  short- 
fall. Last  year's  S6.£bn  deficit 
was  exceeded  by  an  inflow  of 
S13bn.  including  36.3bn  in 
direct  investment,  according 
to  central  bank  data.  Foreign 
exchange  reserves  stand  at 
more  than  $27bn.  substan- 
tially mere  than  in  other 
central  European  states. 

Adam  Pawlowicz.  presi- 


dent of  PAIZ.  the  inward 
investment  agency,  says  that 
direct  investment  in  1999 
should  equal  or  exceed  last 
year's,  including  a growing 
proportion  of  reinvestment 
by  companies  already  estab- 
lished in  Poland. 

For  example.  Fiat,  which 
heads  the  list  of  foreign 
investors  with  accumulated 
capita]  of  Sl.-Ibn.  plans  to 
invest  a further  3200m.  As  in 
1998.  this  year's  tally  should 
be  swelled  by  privatisation 
receipts  including  the  sales 
of  strategic  stakes  in  TP  SA. 
the  telecommunications  util- 
ity. and  Pekao  Bank. 

However.  Andrzej  Ole- 
chowski.  chairman  of  the 
supervisory  board  at  Bank 
Handlowy,  says  Poland 
could  be  hit  by  the  swing  in 
sentiment  against  emerging 
markets  among  interna- 
tional investors. 

As  well  as  damaging  the 


external  accounts,  a pro- 
longed economic  slowdown 
could  have  serious  domestic 
effects.  First,  the  govern- 
ment could  And  it  more  diffi- 
cult to  cut  budget  deficits  it 
planned  to  zero  by  2002. 

Next,  reforms  could  be 
harder  to  finance,  including 
the  four  implemented  this 
year  in  health  care,  pen- 
sions. local  government  and 
education. 

The  government  is  also 
committed  to  financing 
redundancies  for  miners  and 
contemplating  similar  aid 
for  steelworkers.  Looming 
on  the  horizon  is  the 
restructuring  of  agriculture, 
for  which  the  funds  prom- 
ised by  the  EU  and  other 
external  donors  trill  be 
insufficient.  Protests  by 
farmers  suffering  because  of 
the  Russian  crisis  have 
already  forced  ministers  to 
sanction  extra  support. 


So  far,  dissidents  in  the 
ruling  coalition  have  been 
prepared  to  support  Leszek 
Balcercwicz,  the  reform- 
minded  finance  minister, 
because  his  policies  were 
accompanied  by  high-speed 
growth.  But  powerful  ele- 
ments in  the  AWS.  the  Soli- 
darity-linked alliance  which 
rules  in  tandem  with  Mr  Bal- 
cerowicz's  Freedom  Union, 
are  suspicious  of  the  finance 
minister’s  market-oriented 
policies. 

They  want  more  protec- 
tion for  their  supporters  in 
heavy'  industry  and  agricul- 
ture. If  the  slowdown  is  pro- 
longed. their  demands  for 
money  will  multiply. 

However,  the  slowdown 
does  have  a silver  lining.  By' 
exposing  Polish  business  to 
tougher  competition  it  high- 
lights weaknesses  in  both 
the  public  and  private  sec- 
tors. 


Already  it  has  helped  the 
government  to  accelerate 
modestly  the  slow-moving 
privatisation  of  the  steel 
industry,  which  fell  deep 
into  the  red  last  year  follow- 
ing the  collapse  in  world 
steel  prices.  In  food  process- 
ing, the  drop  in  exports  is- 
forcing  rapid  consolidation 
of  many  smaller  companies. 

Not  all  industries  are 
under  the  same  pressure. 
For  example,  telecom  muni- 
cations,  software  and  retail 
financial  sendees  are  still 
mushrooming. 

But  elsewhere  there  are 
rapid  changes,  including 
mergers  and  takeovers.  Mr 
Szomburg  says:  “The  crisis 
can  help  Polish  business  to 
become  more  competitive.” 

With  the  country  hoping 
for  EU  entry-  as  early  as  2003. 
the  Impetus  for  improving 
efficiency  has  not  come  a 
moment  too  soon. 
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POLITICS  by  Christopher  Bobinski 

Tug  of  war  between  two  giants 


Solidarity  supporters  and  their  right-wing  allies  are  still  locked  in  combat  with  the  former 


Aleksander  Kwasniewski:  avoiding  open  confrontations  Reuter 


Poland's  new  status  as  a 
Nato  member  and  continu- 
ing talks  on  joining  the 
European  Union  mark  a rad- 
ical break  with  the  past. 
Nevertheless,  the  country's 
politics  continue  to  be 
defined  by  allegiances  forged 
before  1989. 

Voting  trends  show  that  in 
spite  of  Poland’s  changing 
international  status,  sup- 
porters of  the  legendary  Soli- 
darity union  movement 
allied  with  smaller  right- 
wing  groups  in  the  Solidar- 
ity Electoral  Action  (AWSl 
look  fated  to  battle  - in  the 
medium  term  at  least  - with 
the  former  communists  who 
have  successfully  repack- 
aged themselves  as  the  Left 
Democratic  Alliance  (SLD). 

Indeed,  the  SLD  did  so 
well  in  breaking  with  its 
communist  image  that  it 
managed  to  win  elections  in 
1993  and  held  on  to  power  in 
an  uneasy  coalition  with  the 
Polish  Peasant  Party,  a farm- 
based  group,  for  four  years. 

The  AWS  only  returned  to 
power  just  under  18  months 
ago,  smarting  after  the  addi- 
tional defeat  two  years  ear- 
lier of  President  Lech  Wal- 
esa, Solidarity’s  historic 
leader.  Then  Mr  Walesa  was 
forced  from  the  political 
stage  by  Aleksander  Kwas- 
niewski. the  youthful  former 
communist  leader  who  won 
52  per  cent  of  the  vote  in 
autumn  1995. 

Now  the  AWS.  led  by  the 
ambitious  Marian  Krzak- 
lewski,  a former  academic 


specialising  in  computer  sci- 
ences. governs  in  coalition 
with  the  pro-business  Free- 
dom Union  fUW).  This  party 
is  headed  by  Leszek  Balcer- 
owicz,  architect  of  Poland’s 
post-1989  free  market 
reforms.  And  Mr  Krzak- 
lewstd,  who  has  remained  at 
the  head  of  the  Solidarity 
trade  union  but  stayed  out  of 
the  administration,  remains 
determined  to  follow  the  vic- 
tory through  by  defeating 
President  Kwasniewski  next 
year. 

This  will  not  be  easy.  The 
AWS  came  to  power  with  a 
programme  of  reforms  which 
include  decentralisation  of 
government  as  well  as  radi- 
cal changes  in  the  pensions, 
health  and  education 
systems.  The  first  three  have 
already  been  set  in  train  and 
the  reorganisation  of  the 
education  system  looms  in 
the  autumn.  The  reforms 


were  certainly  necessary  but 
their  implementation  has 
generated  confusion  and  a 
consequent  slump  in  the 
government’s  popularity. 

At  the  same  time,  a slow- 
down in  the  economy  and  a 
rise  in  unemployment  from  9 
per  cent  at  the  end  of  last 
year  to  nearly  11  per  cent 
have  exacted  their  toll.  Opin- 
ion polls  in  February  and 
March  have  shown  the  SLD 
pulling  ahead  of  the  AWS. 
Some  surveys  have  given  the 
former  communists  a lead  of 
35  percentage  points  com- 
pared to  AWS’s  26  per  cent 

Jerzy  Buzek,  prime  minis- 
ter, a professor  of  chemical 
engineering  and  veteran  Sol- 
idarity supporter,  has 
reacted  with  a promise  of  a 
reshuffle  combined  with  an 
attempt  to  streamline  the 
central  government  adminis- 
tration. This  is  unlikely  to 
help  much.  Rather  Mr 


Krzaklewski  who  is  deter- 
mined to  stand  and  run  for 
the  presidency  is  hoping  that 
the  memory  of  the  early 
days  of  the  reforms  have 
receded  by  autumn  next 
year  when  he  will  have  to 
ask  people  for  their  votes.  .. 

He  will  be  standing 
against  Mr  Kwasniewski 
who  ousted  Mr  Walesa  by 
keeping  the  support  of  his 
former  communists  and  win- 
ning the  moderate  voters 
who  do  not  agree  with  Soli- 
darity’s anti-communist 
rhetoric  and  its  traditional 
views  on  abortion  or  giving 
the  church  a significant  role 
to  play  in  the  state. 

Mr  Kwasniewski  has  in 
the  past  three  years  man- 
aged to  retain  the  middle 
ground  by  avoiding  open 
confrontations  with  the  pres- 
ent government  and  judi- 
ciously using  his  powers  of 
veto  on  legislation.  As  a 
result,  he  remains  far  ahead 
of  Mr  Krzakiewski  in  the 
opinion  polls. 

Meanwhile,  despite  con- 
stant tensions  both  between 
the  Freedom  Union  and  the 
AWS  and  inside  the  fissipa- 
rous  Solidarity  right-wing 
bloc,  the  governing  coalition 
looks  set  to  stay  together 
until  parliamentary  elections 
in  2001.  The  memory  of  1993, 
when  splits  in  the  Solidarity 
movement  opened  the  way 
to  a victory  at  the  polls  for 
the  former  communist  SLD 
is  still  vivid. 

Significantly,  key  votes 
such  as  approval  for  the  bud- 


communists 

get  or  a recent  vote  of  no 
confidence  in  Mr  Balcerow- 
icz.  the  finance  minister, 
show  the  coalition  at  their 
disciplined  best.  Squabbles 
erupt  when  the  issues  are  of 
secondary  importance  or 
_there  is  no  danger  of  the 
government  collapsing. 

The  continuing  tug  of  war 
between  the  two  giants 
leaves  little  room  for  other 
parties.  Only  the  Freedom 
Union,  with  its  free  market 
ideas  and  liberal  philosophy 
can  expect  to  grow  as  the 
middle  class  in  Poland  devel-  - 
ops.  For  the  moment, 
though,  the  party  oscillates 
with  12-15  per  cent  support 
and  can  only  hope  for  junior 
member  status  in  this  and 
future  coalitions. 

The  Polish  Peasant  Party  ^ 
(PSL)  is  the  other  small  *• 
party  vying  for  the  number 
three  spot  in  the  political 
spectrum.  The  party  is 
firmly  rooted  in  the  country- 
side where  its  farm  support- 
ers are  fated  to  shrink  as  a 
social  group. 

The  social  tensions  this 
process  is  already  engender- 
ing will  favour  the  PSL  or 
more  extreme  groups  such 
as  Samobrona  Jed  by 
Andrzej  Lepper,  a populist 
who  has  been  organising  big 
demonstrations  and  road 
blocks  to  demand  higher 
farm  prices.  But  unless  the 
PSL  manages  to  build  a con- 
stituency in  the  towns  or 
merge  with  an  urban  move- 
ment it  seems  fated  to 
decline. 
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Turning  point  as  the 
country  looks  west 


To  Warsaw  s relief,  relations  with  Russia  do  not  appear  to  have  suffered  as  a result 
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a crucial  turning 
point  in  the  country's  for- 
tunes which  Bronislaw 
Geremek,  the  foreign 
«1unister,  recently  compared 
with  the  acceptance  of  Chris- 
tianity just  over  1,000  years 
ago, 

Mr  Geremek's  comparison 
has  raised  eyebrows,  but  it 
was  not  .religion  which  the 
bearded,  pipe-smoking  for- 
mer historian  and  veteran 
anti -communist  dissident 
had  in  mind.  Rather,  as  Mr 
Geremek  would  explain, 
Poland  - now  as  then  - has 
at  a stroke  been  locked 
firmly  into  the  western 
^ world. 

“ Poland  has  also  gained  the 
promise  of  security  which 
has  eluded  the  country  for 
the  past  200  troubled  and 
often  tragic  years. 

It  is  a situation  which  few 
thought  possible  just  over  a 
decade  ago.  Robert  Mroziew- 
icz,  the  deputy  defence  min- 
ister. accompanied  Mr  Gere- 
mek on  his  trip  to 
Independence.  Missouri,  to 
hand  over  Poland's  ratifica- 
tion papers  and  formally  join 
the  western  alliance. 

During  the  ceremonies  Mr 
Mroziewlcz  remembered  the 
day  In  1985  when  he  was 
released  from  prison  under 
an  amnesty  for  Solidarity 
detainees.  “We  met  to  dis- 
cuss what  we  would  do 
next,"  he  says.  “Of  course, 
we  were  determined  to  con- 
tinue our  opposition  to  the 
communists. 

“Then  we  thought  that  the 
best  we  could  ever  possibly 
■I  hope  for  would  be  to  win 
some  kind  of  neutral  status 
for  Poland  towards  the  end 
of  the  first  decade  of  the 
next  century.” 

Now,  as  Poland  enters 
Nato  along  with  Hungary 
and  the  Czech  Republic,  the 
Polish  government  is  keenly 
aware  that  it  faces  the  chal- 
lenge of  bringing  its  armed 
forces  up  to  western  stan- 
dards. 

The  success  with  which 
this  is  done  will  affect  War- 
saw's other  aim,  which  is  to 
keep  the  door  to  Nato  open 
for  its  neighbours  to  the 
east.  If  there  are  problems 
with  adapting  Poland  to 
Nato  there  will  be  opposition 
in  the  west  to  further  expan- 
sion. 

This  would  include  Lithua- 
nia and  Slovakia  in  the  first 
instance.  But  Poland  would 
be  happy  to  see  Estonia  and 
Latvia  as  well  as  Slovenia  in 
the  alliance  and  wants 
Ukraine’s  association  with 
{Wato  upgraded. 

Also,  to  Warsaw’s  relief, 
relations  with  Russia  appear 
not  to  have  suffered,  says  Mr 
Mroziewlcz. 

“The  best  proof  of  this  is 
that  Yevgeny  Primakov,  the 
Russian  prime  minister,  is 
coming  to  Poland  in  April 
just  after  we  come  back  from 
the  Nato  summit  in 


Poish  Air  Force  pilots  with  on*  of  eight  M»g  29  fighter  aircraft 
equipped  with  navigation  systems  In  line  with  Nato  requirements  AP 


Washington,”  he  says. 

The  training  and  equip- 
ment upgrading  tasks  , which 
Poland  has  been  set  by  Nato 
are  embedded  in  a 15-year  - 
modernisation  programme 
for  the  armed  forces  which 
now  number  240,000.  This 
figure  will  be  cut  back  to 
180,000  by  2003  and  Stanis- 
law  Koziej,  a general  in 
charge  of  defence  planning 
at  the  defence  ministry,  says 
that  budgetary  constraints 
may  mean  the  number  being 
fturther  reduced  to  150,000. 
This  could  generate  discon- 
tent in  the  armed  forces. 

Sitting  in  his  office  sur- 
rounded by  dictionaries  in  a 
visible  sign  of  the  effort 
senior  officers  are  making  to 
learn  English,  General 
Koziej  says: 

"Our  army  still  thinks  in 
terms  of  high  manpower  as  a 
sign  of  military  strength.  We 
are  only  slowly  coming 
around  to  the  idea  of  quality 


rather  than  quantity.” 

The  general  also  worries 
about  paV*  arid' -retirement 
conditions  for  the  army.  “As 
part  of  Nato,  Finland’s  forces 
will  he  highly  qualified."  he 
says.  • 

“But  if  we  want  to  get 
good  people  we  have  to  pay 
more."  He  hints  that  there 
are  already  problems  with 
morale  as  able  young  people 
leave  the  military  far  better- 
paid  civilian  professions. 

For  the  moment,  Poland 
has  installed,  communica- 
tions equipment  needed  to 
bring  the  country's  skies 
into  the  Nato  system  and 
equipped  two  squadrons  of 
Mlg  29  and  Su  22  fighters 
with  the  technology  to 
enable  them  to  fly  in  Nato 
airspace. 

At  the  same  time  several 
army  units  have  been 
brought  up  to  standards 
enabling  them  to  be  used  in 
Nato  operations  abroad  such 


as  the  one  mooted  for  Kos- 
ovo. 

Poland  is  also  bound  to 
prepare  seaport  and  aircraft 
facilities  needed  to  allow  the 
transport  and  supply  of  the 
two  Nato  divisions  promised 
as  support  if  the  country's 
borders  were  threatened. 

The  costs  here  are  not 
excessive.  Poland  will  be 
spending  about  10  per  cent 
of  its  defence  budget,  which 
runs  to  the  equivalent  of  2.1 
per  cent  of  GDP  this  year,  on 
Nato-related  projects. 

Nato  will  also  be  making  a 
contribution,  Mr  Mroziewlcz 
says. 

He  adds  that  Nato  plan- 
ners are  not  pushing  Poland 
to  increase  defence  spending 
and  thereby  stretch  the 
economy's  still  slender 
resources. 

“They  recognise  that  the 
economy  must  be  allowed  to 
grow  in  stable  political  con- 
ditions,” he  says.  “This  is 
also  a security  aspect.” 

Nevertheless,  new  equip- 
ment will  have  to  be  pur- 
chased, beginning  with  a 
multi-million-dollar  order  for 
new  fighter  aircraft. 

The  government  is  pres- 
ently working  on  the  criteria 
for  the  tender.  These  are 
expected  to  Include  commit- 
ments by  the  suppliers  not 
only  to  place  orders  with 
Poland's  moribund  defence 
industry  under  “offset" 
agreements  but  also  to  par- 
ticipate in  its  privatisation. 

Preliminary  offers  made 
by  Boeing,  Lockheed  Martin 
and  British  Aerospace  offer- 
ing Sweden’s  Grippen  air- 
craft are  considered  to  be  the 
most  attractive  and  Romuald 
Szeremetiaw,  the  deputy 
defence  minister,  hopes  deci- 
sions will  be  taken  by  the 
end  of  this  year. 

Other  defence  equipment 
programmes  include  rockets 
and  avionics  for  a fighter 
helicopter,  armoured  troop 
carriers,  mounted  cannon 
and  new  ships  for  the  navy. 

The  offset  agreements,  the 
Poles  hope,  will  bring  new 
technology  and  orders  fb  the 
defence  industry  with  plants 
in  places  such  as  Mielec  and 
Swidnik  in  eastern  Poland. 
Here  unemployment  is  high 
and  closures  would  mark  a 
political  problem  for  the  Sol- 
idarity-led coalition  govern- 
ment 

Whatever  the  cost  of  Nato 
membership,  Mr  Mroziewlcz 
says  the  cost  of  equipping 
Poland  with  forces  sufficient 
to  defend  the  country  alone 
would  be  prohibitive. 

As  it  is,  Poland  has  gained 
membership  of  an  alliance 
which  provides  more  than 
just  security. 

It  will  also  over  the  next 
few  years  turn  the  military 
and  defence  industry  into 
one  of  the  country's  modern- 
ising forces  as  western  tech- 
nology and  logistics  are 
ruthlessly . implemented  to 
meet  Nato  standards. 
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Leading  advice  in  Poland 


Minister  of  the  State  Tbeasary  of  the  Republic  of  Poland 
Public  offering  of 210,000,000  shares  and  depositary  receipts 
in  Ttelekomunikacja  Polska  SA. 


US$922g  million 


The  undersigned  were  the  adviser  fa  the  Minister  of  ihr  Sane  Tirana? 
and  the  GiobatCo~anBnatar  respectively 

Schrodarpolaka  Sp.  zoo:  J.  Homy  Schroder  & Co.  Limited 


November  1998 


HypoVterernsbank 


Bayerische  Hypo-  und  Vereinsbank  AG 
Acquisition  of  36.7%  of 
Bank  Praemyslowo-Handlowy  SA.  w Krakowie 


Bank  BPH 

BANKFnailVIUWD-aUCLOVVlA 


US$  603.7  million 


The  undersigned  was  the  financial  adviser 
to  Baverifchg  Hrpo-  und  Verehtsbank  AG 

Schroder  Poteha  Sp.  z «xo. 
December  1996 


HEINEKEN 


Increase  in  shareholding  from  31-8%  to  75.0% 
by  way  erf  public  offers  far  ^ r ■ 
;;^‘'Zaklady  PiwbwarsMe  w 2ywcu  S A " 


US$128.7  million 


The  undersigned  was  the  financial  adviser, 
m Hebtekat  bmmartanaal Beheer  BV.  . 


Schroder  Pot***  Sp.  z o-o.  V; 


July  1998 


(&J6at i/Sdiweppes 

Acquisition  of  Jedyna  Sp.  z o.o. 
and  the  trademark  E.  Wedcl 


CJS$7&5  mutton 


The  undersigned  were  the  financial  advisers 
to  Cadbury  Schweppes  pie 

J.  Henry  Schroder  A Co.  Limited  Schroder  Polska  Sp.  x.ojk 


September  J998 
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CA  IB  Financial  Advisers  SA 
Warsaw  Financial  Center 
00-113  Warsaw,  Emilii  Plater  53 
tel.  520  94  50.  fax  520  94  51 


CA  IB  Securities  5. A. 

Warsaw  Financial  Center 
00-113  Warsaw,  Emilii  Plater  53 
tel.  520  99  99,  fax  520  99  98 


Hand  delivery  of  the  Financial  Times  m 

Warsaw 

Gam  the  edge  over  your  competitors  by  having  the  Financial  Times  delivered  to  your 
home  or  office  every  working  day.  Subscribe  for  a year,  US$  550,  get  four 
extra  weeks  free,  and  save  33%  on  the  newsstand  price. 

Hand  delivery  services  are  available  for  subscribers  who 
work  or  live  in  the  business  centre  of  Warsaw. 

For  more  information  please  call: 

~4S  22  646  3743  or  +48  22  646  2052 
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REGIONAL  REFORM  by  Stefan  Wagstyl 


New  system  of  local  government 

The  fresh  set-up  will  help  to  prepare  for  entry  into  the  EU,  which  emphasises  regional  self-government 


Poland's  signpost  painters 
have  never  had  it  so  good. 
Since  January  1 they  have 
been  busy  helping  to  bring 
into  existence  a new  system 
of  local  government. 

A Communist-era  network 
of  49  centrally  administered 
regions  has  been  replaced  by 
26  self-governing'  authorities, 
sub-divided  into  308  districts 
and  2,489  community  coun- 
cils. 

The  community  council,  or 
gmmoL,  was  restored  in  2990 
in  one  of  the  first  acts  of  the 
post-Communist  govern- 
ment But  it  was  only  last 
year  that  a long  debate  was 
finally  concluded  over  the 
powers  or  the  district  {pow- 
iat),  and  region  waivadship). 

The  new  structure  is 
important  historically 
because  it  recreates  Poland's 
p re-1939  local  government 
structure.  It  is  significant  for 
the  future  because  it  will 
help  to  prepare  the  country 
for  entry  into  the  European 
Union,  which  places  a big 
emphasis  on  regional 
self-government 

The  changes  affect  busi- 
ness. including  foreign 
investors,  because  voivod- 
ships have  been  made 
responsible  for  regional  eco- 
nomic development. 

The  key  individual  in  each 
voivodship  will  no  longer  be 
the  government-appointed 
voivod  but  the  locally-elected 
leader  of  the  council.  Jan 
Zarebski,  leader  of  the 
Pomorze  i voivodship  with  its 
capital  in  Gdansk,  says:  “We 
are  now  responsible  for  our 
own  future." 

Implementation  of  the 
reform  followed  a furious 
political  debate  last  year 
over  the  boundaries  of  the 
new  voivodships.  The  gov- 
ernment originally  wanted 
12  regions  but  opposition 
from  the  capitals  of  the  old 
authorities  forced  the  num- 
ber up  to  16. 

But  there  was  never  much 
argument  about  the  need  Tor 
change,  Michal  Kulesza,  who 
piloted  the  reform  through 
parliament  as  secretary  of 
state  for  regional  reform, 
says  the  key  purposes  are  to 
“decentralise  power,  create 
local  identity,  prepare  for 
the  EU  and  promote  eco- 
nomic development". 
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Residents  In  the  town  of  Brzszmy,  central  Poland,  block  the  main  road  between  Warsaw  and  Lodz  on 
the  outskirts  of  thdr  town  hi  protest  against  a government  decision  Brat  omttted  Srzeztoy  from  the  fist 


of  newly  introduced  authorities 

One  important  effect  is  to 
link  cities  with  their  hinter- 
lands, some  of  which  are 
very  poor  even  in  the  case  of 
wealthy  cities  such  as  Poz- 
nan. Poland's  second 
wealthiest  city  after  War- 
saw. 

As  well  as  Poznan,  the 
new  Wielkopolska  regioD 
includes  villages  where  eco- 
nomic life  has  virtually  been 
destroyed  by  the  collapse  of 
state  farms. 

Voivodships  plan  to  take 
their  economic  development 
roles  seriously,  not  least 
because  it  is  only  by  devel- 
oping viable  projects  locally 
that  they  will  secure  access 
to  the  growing  flow  of  EU 
funds  into  Poland. 

The  total  amount  is  expec- 
ted to  more  than  double 
from  next  year,  rising  from 
about  t'JJOOm  a year  to  more 
than  CSOOm.  The  European 
Commission  will  turn  down 
poorly  prepared  schemes,  as 
it  did  in  Poland  last  year. 


Voivodship  council  leaders 
are  planning  fact-finding  vis- 
its to  Brussels.  Some  will 
establish  permanent  offices, 
sometimes  with  the  help  of 
towns  and  regions  within 
the  EU  with  which  they 
have  links.  Such  ties  are 
more  than  symbolic.  For 
example,  ibe  prosperous 
industrial  city  of  Poznan  has 
provided  office  facilities 
which  the  North  Brabant 
chamber  of  commerce  can 
use  as  a base  from  which  to 
advise  potential  Dutch  inves- 
tors. 

.4s  well  as  regional  devel- 
opment. voivodships  are 
responsible  for  region- wide 
services  including  higher 
education,  specialised  medi- 
cal services,  ambulances, 
culture  and  road  networks. 

Below  voivodships.  dis- 
tricts with  an  average  of 
£0.000  people  are  responsible 
for  local  services  including 
secondary  schools  and  most 
hospitals.  Beneath  the  dis- 


AP 

trims,  the  community  coun- 
cils will  continue  to  run  pri- 
mary schools  and  health  cen- 
tres and  local  infrastructure. 
They  win  also  produce  local 
development  plans,  includ- 
ing those  for  land  use.  which 
are  of  crucial  importance  to 
wouid-be  investors. 

Unlike  voivodships  and  dis- 
tricts. which  are  responsible 
only  for  the  tasks  they  are 
assigned,  community  coun- 
cils can  tackle  any  local 
issues  as  long  as  they  have 
the  financial  resources. 

Under  the  reform,  the  pro- 
portion of  public  money 
administered  locally  has 
increased  from  about  15  to  40 
per  cent  But  this  exagger- 
ates the  amount  of  local  dis- 
cretion. since  the  great  bulk 
will  be  spent  on  essential 
services  such  as  schools, 
where  levels  of  provision  are 
set  nationally. 

At  community  council 
level,  local  authority 
incomes  vary  greatly 


because  communities  keep 
27  per  cent  of  personal 
income  tax  collected  locally 
and  5 per  cent  of  corporate 
taxes.  But  at  district  and 
votcodship  level,  these  fig- 
ures fall  w less  than  1.5  per 
cent- 

Local  government  leaders 
complain  that  they  have 
been  given  too  little  money 
to  finance  services  and  too 
little  financial  freedom.  The 
government  curbed  earlier 
plans  for  greater  financial 
decentralisation,  fearing  for 
the  impact  on  the  overall 
public  budget.  However, 
authorities  have  some  dis- 
cretion to  borrow,  giving 
bfinirs  hopes  of  developing 
an  important  new  market. 

Mr  Kulesza  says  units  of 
local  government  can  issue 
bonds  and  financial  paper, 
though  within  limits.  “The 
big  financial  institutions  are 
going  into  this . market  to 
develop  1C*  he  adds. 

Mr  Zarembski,  in  Gdansk, 
says  financial  freedom  will 
grow  in  time.  “It  is  hard  far 
any  government  to  surren- 
der control  over  money.”  he 
says. 

But  he  says  the  present 
uncertainty  surrounding  the 
new  authorities  should  be 
resolved  in  the  future,  as 
happened  with  the  commu- 
nity councils  in  the  early. 
1990s. 

“In  Poland  it  often  hap- 
pens that  something  starts 
with  confusion  but  turns  out 
later  to  be  a success."  he 
says. 

Rolf  Umans.  bead  of  the 
EU  delegation  in  Warsaw, 
also  has  high  hopes  for  the 
reforms.  He  says  he  was 
very  impressed  with  the  way 
community  councils  in  the 
region  affected  by  the  1997 
floods  distributed  EU  recon- 
struction aid. 

“Sixty  per  cent  of  the  pro- 
jects were  completed  in  J5 
months."  he  says.  "That  was 
very  good.  The  experience 
will  serve  them  well  in  the 
future." 
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REGIONAL  PROFILE 

POMORZE 


Gulf  between  town 
and  country  is 
particularly  acute 


The  thriving  port  city  of 
Gdansk,  full  of  quaint  old 
comers,  ugly  modem 
buildings  and  foreign 
business  people,  seems  light 
years  away  from  the 
bankrupt  state  farms  around 
Slupsk,  150km  to  the  west 

Yet  the  new  Pomorze 
voivodship  (region)  covers 
both.  The  success  of  the 
government's  new  regional 
policy  will  rest  on  whether 
the  new  voivodships  can 
help  dose  the  gap  between 
the  big  cities  which  have 
seen  the  bulk  of  the  benefits 
of  the  reforms  of  the  1990s 
and  the  villages  and  small 
towns  where  living  standards 
have  often  fallen. 

In  villages  around  Slupsk 
the  average  unemployment 
rate  is  above  20  per  cent, 
compared  with  2 per  cent  in 
the  thriving  three-city 
conurbation  which  includes 
Gdynia  and  Sopot  as  well  as 
Gdansk. 

In  the  cities, .young  peopJe 
are  pouring  into  courses  in 
computing,  management, 
finance  and  foreign 
languages.  As  elsewhere,  a 
common  goal  is  to  work  for 
a multinational.  In  the 
villages,  fewer  youngsters 
start  higher  education  of  any 
kind  today  than  10  years 
ago. 

The  urban-rural  divide  runs 
throughout  Poland,  ft  is 
particularly  acute  in  the 
north,  including  Pomorze. 
because  the  region  has  the 
highest  proportion  of  state 
farms,  created  after  1945 
when  the  German 
landowners  who  dominated 
the  region  before  the  second 
world  war,  fled  or  were 
expelled. 

With  many  state  farms 
bankrupt,  the  villagers  have 
been  left  jobless.  Far  fewer 
farmers  have  their  own 
plots,  unlike  their 
counterparts  in  other  poor 
rural  regions,  notably  in  the 
east 

While  the  solutions  to 
these  problems  lie  with 
national  economic 
policymakers,  the  new 
voivodships  have  been  given 
the  job  of  trying  to  spread 
prosperity.  ‘We  must  try  to 
do  our  best  with  the 
resources  that  we  have," 
says  Jan  Zarebski,  the 


elected  leader  of  the 
voivodship  council. 

The  voivodship’s  plans 
involve  stimulating  farther 
growth  in  Gdansk  Sopot 
and  Gdynia  and  their 
hinterlands,  promoting 
non -farm  jobs 'm  the 
countryside  and  improving 
roads  and  other 
communication  links. 

The  authorities  plan  to 
co-operate  with  the 
European  Commission  to 
ensure  the  region  has 
access  to  European  Union 
en  largement- related 
development  funds. 

Tomasz  Sowinski,  whose 
job  is  to  co-ordinate  the 
local  council’s  activities  with 
government  policy,  says 
foreign  investors  are  also 
welcome. 

Foreign  investment  today, 
as  with  domestic  business 
activity,  is  heavily 
concentrated  around 
Gdansk  and  includes 
retailers  such  as  Metro  from 
Germany  and  Auchan  from 
France. 

Coca-Cola  of  the  US  has 
a S30m  bottling  plant  in 
Gdynia  and  Federal  Mogul, 
also  of  the  US,  has  invested 
$20m  in  a plant 
manufacturing  bearings. 

New  home-grown 
businesses  include 
Procomm,  one  of  Poland's 
largest  software  companies, 
plus  a host  of  enterprises  in 
food  processing,  tourism 
and  trade. 

But  the  Gdansk  area  is 
dominated  by  the  activities 
of  the  ports  of  Gdansk  and 
Gdynia  and  their  shipyards. 
The  ports  themselves  and 
the  fleets  are  still 
state-owned  and  in  need  of 
rationalisation  and 
modernisation. 

However,  there  is  progress 
in  shipbuilding  where  the 
bankrupt  Gdansk  yards,  the 
birthplace  of  the  Solidarity 
movement,  were  sold  late 
last  year  to  Stocznia  Gdynia, 
tiie  privatised  Gdynia  yard. 

Janusz  Szlanta,  the 
Stocznia  Gdynia  chairman 
who  helped  to  save  the  yard 
from  financial  collapse  five 
years  ago,  now  hopes  to  do 
the  same  for  Gdansk.  In  the 
process,  the  company  will 
redevelop  part  of  the 
Gdansk  yard,  which  lies  in 
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Gdansk:  the  port  and  fleet  need  modernising 
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the  centre  of  the  city,  as  a 
commercial  and  office 
centre. 

At  the  voivodship  offices, 
Mr  Zarebski  says:  “It  is  an 
excellent  project" 

Outside  the 
Gdansk-Sopot-Gdynia 
conglomeration,  which  has 
about  700,000  of  the 
voivodship's  2.1m  residents, 
industrial  development  is 
patchy.  At  Kwidzyn  in  the 
south,  International  Paper  of 
the  US  has  invested  $320m 
in  acquiring  and  modernising 
a stale- owned  paper  mill. 

There  are  smaller 

investments  in  food 

processing,  furniture  and 
doffting  companies,  many  of 
which  have  suffered  sales 
losses  because  of  the  recent 
Russian  crisis. 

Mr  Sowinski  sets  great 
store  by  devetoping  the 
region's  tourism.  Traditional 
attractions  include  Gdansk's 
old  town,  carefully  rebuilt 
following  destruction  in  the 
second  worid  war,  and 
Malbork,  one  of  Europe's 
largest  medieval  castles  and 
former  seat  of  the  Teutonic 
knights. 

Poles,  and  increasingly 
Germans,  flock  in  summer  to 
the  beadles  of  Sopot  and 
other  resorts,  encouraged  by 
efforts  to  clean  up  the  Baltic 
Sea. 

The  authorities  hope  to 
promote  more  rural  tourism 
by  encouraging  villagers  to 
develop  guest  houses  and 
small  hotels.  The  region's 
spedfic  attractions  include 
some  of  Europe's  largest 
sand  dunes  in  the  northwest 
of  the  voivodship  as  well  as 
Kartuzy.  a pocket  of  hills 
and  lakes  where  traditional 


Kaszubian  culture  survives. 

The  Kaszubian  language, 
once  widespread  in  the 
region,  is  still  spoken  in  this 
picturesque  enclave. 

However,  the  region  also 
needs  to  see  progress  on 
bigger  developments, 
particularly  in  transport. 
Before  the  second  worid 
war.  links  with  Poland  were 
limited  because  much  of  the 
region  lay  in  German  East 
Prussia. 

After  1 945,  the  authorities 
concentrated  on  devetoping 
the  industrial  heartlands  of 
Silesia.  Later,  says  Mr 

Zarebski,  Gdansk  was 

punished  by  the  Communist 
authorities  who  withheld 
funds  because  of  the  city's 
role  in  worker  unrest  in 
1970,  when  there  were 
strikes  in  the  shipyards,  and 
in  the  1950s, 

The  region  Lacks  good 
road  links  with  Warsaw  and 
the  rest  of  the  country.  Mr 
Zarebski  says  the  proposed 
construction  of  the 
international  A1  motorway 
which  would  link  the  Baltic 
states  to  the  Mediterranean 
is  a priority  for  the  region 
because  it  would  run  near 
Gdansk  and  help  to  link  it 
with  the  rest  of  Poland. 

However,  financing  plans 
are  less  advanced  for  the  A1 
than  for  the  A 2 motorway 
which  is  to  cross  Poland 
from  east  to  west,  linking 
western  and  eastern  Europe, 

"For  the  EU,  that  is  more 
important,"  says  Mr  Zarebski 
ruefully.  “But  for  Poland,  the 
north-south  connection 
should  have  a higher 
priority." 
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B,tl<KIW6  AMP  FINANCE  by  Stefan  Wa^tyi 


Pressures  may  accelerate  mergers  and  takeovers 


^iishSiLnj^W  mar^et  iS  °P0n'n9  ,n  retail  financial  services,  requiring  new  skills  and  heavy  investment 

do  everythin®  ^ Cezary  Stypul-  Irish  Banks  has  61  per  cent,  specialised  in  corporate  bust-  Polish  b; 

not  every  group  will 'cone  nS  uCh?  exec“Uve  of  says:  “Many  companies  are  ness,  is  investing  in  a net-  growing  by  i 
with  the  challenge.  P Handlowy,  Poland’s  talking  about  the  slowdown  wort  erf  mini-branches  with  blyBigBan] 

On  one  hand  Want*  tflird-iargest.  says:  “Given  -the  brewing  companies,  ATMs  as  a way  of  leap-  started  in  3 


On  one  hand,  banks  are 
facing  a squeeze  in  their 
core  corporate  business 
where  profits  have  been  hit 
by  a combination  of  falling 
interest  rates,  rising  costs, 
slowing  economic  growth 
and  the  Russian  crisis. 

On  the  other,  a vast  new 
market  is  opening  in  retail 
financial  services,  requiring 
rapid  development  of  new 
skills  and.  heavy  capital 
investment 

At  the  same  time,  continu- 
ing privatisation  is  creating 
new  threats  and  opportuni- 
ties- The  government  is  due 
soon  to  announce  a strategic 
partner  for  Pekao,  the  big- 
gest bank  privatised  so  far. 

Bankers  say  the  pressures 
wifi  accelerate  mergers  and 
takeovers.  Hanna  Gronkiew- 
icz-Walc.  governor  or  the 
National  Bank  of  Poland,  the 
central  bank,  says:  “We  have 
SO  banks.  Further  consolida- 
tion will  take  place.  But  it 
wDl  be  determined  by  mar, 
ket  forces  and  not  by  the 


authorities."  Cezary  Stypul- 
kowski,  chief  executive  of 
Bank  Handlowy,  Poland’s 
thlrd-largest,  says:  “Given 
the  pressures  bankers  face, 
we  expect  rapid  consolida- 
tion.” 

Declining  profits  will  con- 
centrate  minds.  The  Polish 
Banks  Association  estimates 
that  while  bank  assets  grew 
last  year  by  about  27  per 
cent,  reflecting  the  spread  of 
financial  intermediation  in 
an  under-banked  economy, 
the  industry’s  net  profits  fell 
35  per  cent. 

Losses  suffered  in  Russia 
were  only  the  most  visible 
element  in  a difficult  year 
when  interest  rates  fell  by 
more  than  10  percentage 
points.  With  the  economy 
still  slowing  and  some  bor- 
rowers running  into  finan- 
cial difficulties,  the  outlook 
for  corporate  banking  for 
1999  seems  uncertain. 

Krzysztof  Pietraszkiewicz, 
the  bank  association  direc- 
tor. says:  “It  will  be  a diffi- 
cult year  for  Polish  banks.” 

Wojciech  Ksen,  chief  exec- 
utive of  Wielkopolski  Bank 
Kredytowy,  in  which  Allied 


the  car  dealers.  It  is  very 
obvious.” 

The  banks  claim  that  their 
competitive  position  is  par- 
ticularly difficult  because 
Polish  regulatory  require- 
ments are  tougher  than 
those  in  western  Europe, 
notably  for  compulsory 
reserves  they  must  deposit 
at  the  central  bank.  They 
hope  the  central  bank  will 
ease  the  rules  this  year. 

Meanwhile,  many  banks 
are  concentrating-  their 
efforts  on  retail  expansion. 
The  number  of  credit  and 
charge  cards  in  issue  has 
soared  past  the  million 
mart.  The  number  of  auto- 
matic teller  machines 
(ATMs)  is  set  to  double  from 

2.000  at  the  end  of  1996  to 

4.000  in  2001. 

Given  the  high  cost  of 
opening  new  branches, 
banks  are  concentrating  on 
the  alternatives  of  advanced 
technology  and  acquisition. 

For  example.  Bank  Han- 
dlowy, which  has  previously 


specialised  in  corporate  busi- 
ness, is  investing  in  a net- 
wort  of  mini-branches  with 
ATMs  as  a way  of  leap- 
frogging institutions  with 
bigger  branch  networks.  Mr 
Stypulkowski  says:  “We  plan 
to  be  a universal  bank," 
Bank  Handlowy  bad  hoped 


Polish  banks  are  also 
growing  by  acquisition,  nota- 
bly Big  Bank,  a private  bank 
started  in  1989.  which  has 
merged  with  Bank  Gdansk!, 
a regional  Institution.  It  is 
now  the  fifth-largest  in 
terms  of  capital. 

Aside  from  Pekao,  the  gov- 


its  retail  plans.  It  argued 
that  the  merger  would  have 
created  a locally  owned 
giant  big  enough  to  compete 
with  foreign-controlled  insti- 
tutions and  expand  overseas. 

But  the  government  has 
narrowed  the  field  to  two 
foreign  bidders,  Citicorp  of 
the  US  and  Italy's  UnlCre- 
dito  Italiano  in  combination 
with  Allianz,  the  German 
insurer. 

Other  foreign  banks 
expanding  retail  networks  in 
Poland  include  Bayertsche 
Hypo-Vereinsbank,  Ger- 
many's second-largest, 
which  last  October  paid 
S.lbn  zloty  for  37  per  cent  of 
Krakow-based  Bank  Prze- 
my  si  qwo  Handlowy, 

Poland's  fourth-Largest  insti- 
tution. 


WEALTH  SERVICE  REFORM  by  Christopher  Bobinski 

Progress  - despite  the  criticism 

Problems  still  need  to  be  resolved  such  as  the  complex  network  of  vested  interests  In  the  hearth  service  and 
badly-run  hospitals  which  are  beginning  to  lose  income 


Poland's  controversial 
health  service  reform  which 
started  at  the  beginning  0f 
the  year  has  already  cost 
Wojciech  Maksymowicz.  the 
health  minister,  his  job.  He 
was  replaced  at  the  end  of 
last  week  by  the  energetic 
Franciszka  Cegielska  who 
has  made  her  mark  as  the 
mayor  of  Gdynia,  the  Baltic 
port  where  she  was  an 
enthusiastic  supporter  of 
decentralising  local  govern- 
ment reforms. 

Despite  hiS  dismissal.  Mr 
Maksymowicz  can  be  proud 
of  presiding  over  the  start  of 
one  of  the  most  far-reaching 
changes  in  the  country's 
welfare  system,  since  the  fall  - 
of  the  communist  system  in 
1989. 

Indeed,  opinion  polls  dem- 
onstrate that  people  have 
already  grasped  the  princi- 
ples of  the  change  to  a 
choice-based  system  of 
health  care. 

“Despite  all  the  carping, 
most  people  have  managed 
to  register  with  a general 
practitioner  in  time,”  he 
says.  “And  many  can  reel  off 
the  illnesses  which  they  can 
be  treated  for  directly  by  a 
specialist  - which  is  more 
than  I can.” 

The  reform  Is  one  of  the 
four  fundamental  systemic 
changes  the  present  govern- 
ment has  decided  to  Intro- 
duce within  12  months. 
Along  with  health,  the  gov- 
ernment has  been  reforming 
pensions  and  decentralising 
local  government  A reorgan- 
isation of  the  education  sys- 
tem is  due  to  start  in  the 
autumn. 

The  inevitable  confusion 
that  the  changes  have 
engendered  has  contributed 
to  a slump  in  the  govern- 
ment’s popularity.  Critics 
such  as  Marek  Balicki,  a for- 
mer deputy  health  minister, 
say  that  the  reform  was  ill- 
prepared  poorly  imple- 
mented. This  sort  of  criti- 
cism contributed  to  the  fail 


A nurse  In  a Mack  T-shirt  attends  a patient  in  a Warsaw  hospital 
where  doctors  and  nurses  handled  only  emergency  cases  In 
January  during  a two-hour  stifles  In  support  of  pay  mcreases  AP 


of  Mr  Maksymowicz,  who 
was  a neuro-surgeon  and 
Solidarity  supporter. 

in  essence,  the  reform 
allows  people  to  register 
with  general  practitioners  of 
their  choice.  The  doctors 
then  prescribe  further  treat- 
ment in  hospitals  or  clinics 
in  the  case  of  serious  ail- 
ments. Here  again  the 
patients  can  choose  where 
they  want  to  be  treated.  Pre- 
viously, the  health  care  sys- 
tem was  district-based,  limit- 


ing people,  in  principle,  to 
treatment  in  the  area  where 
they  live. 

But  at  the  same  time  the 
doctors  are  to  act  as  “gate- 
keepers”, reducing  the  flow 
to  specialists  and  hospitals 
of  patients  with  minor  ail- 
ments who  used,  as  a matter 
of  course,  to  head  for  what 
they  thought  would  be  the 
best  treatment 

Mr  Maksymowicz  also  says 
there  were  old  people  taking 
up  space  in  hospitals  with 


expensive  facilities  who 
were,  there  because  there 
was  no  one  to  look  after 
them  at  home.  “They  should 
be  in  care  centres  which  we 
win  develop  as  the  reform 
takes  hold  and  frees  up 
resources”. 

The  funding  arrangements 
have  also  been  changed. 
Starting  on  January  1,  a sum 
equivalent  to  7.5  per  cent  of 
gross  wages  is  taken  out  of 
people’s  incomes  tax  pay- 
ments and  passed  on  to  new 
institutions  called  “Patients* 
Funds”.  These  are  located  in 
each  of  the  16  new  prov- 
inces, with  one  additional 
fund  for  the  military  and 
police.  - • - — 

The  funds  then  pay  for  the 
medical  services  dispensed 
by  doctors  and  health  estab- 
lishments, be  they  privately 
or  publicly  owned.  The  total 
amount  flowing  into  the 
health  care  system  from  this 
source  this  year  will  be 
21.6bn  zlotys  which  la  to  be 
augmented  by  a 4JJbn  zlotys 
budgetary  grant  This  gives 
a 14  per  cent  nominal 
increase  on  last  year’s 
health  budget 

The  sum  is  still  deemed 
inadequate  by  doctors  and 
musing  staff  unions  who  are 
demanding  that  up  to  11  per 
cent  of  gross  wages  should 
be  devoted  to  health  care. 

The  reform  follows  a 
month-long  campaign  by 
doctors  and  nurses  for 
higher  wages  and  these 
demands,  backed  by  strikes, 
go-slows  and  demonstra- 
tions, continued  as  Mr  Mak- 
symowicz  struggled  to  Imple- 
ment the  institutional 
changes.  He  was  also  the 
object  of  sniping  from  the 
Freedom  Union  COW),  the 
junior  partner  in  the  Solidar- 
ity-led coalition  government 

The  UW  has  long  main- 
tained that  the  establish- 
ment of  separate  Patients 
Funds  has  been  wasteful  and 

that  the  health  system 
should  be  administered  by 


local  government  adminis- 
tration. 

However,  the  most  diffi- 
cult part  of  the  reform  now 
faces  Ms  Cegielska,  his  suc- 
cessor. The  changes  promise 
to  unravel  a complex  net- 
work of  vested  interests  in 
the  health  service.  These 
Include  specialists  who  were 
quite  happy  to  have  a flow  of 
patients  who  did  not  really 
need  their  services,  because 
they  could  rely  on  each  of 
them  to  hand  over  a gratifi- 
cation in  kind  or  cash  which 
supplemented  their  admit- 
tedly low  official  incomes. 
The  specialists'  total 
incomes  will  suffer  as  a 
result  and  the  number  of 
specialists  may  have  to  be 
cut. 

Also,  badly-run  hospitals  . 
with  local  reputations  for 
poor  health  care  are  begin- 
ning to  lose  money  because  j 
patients  have  started 
choosing  the  competition. 
And  as  the  prospect  of  bank- 
ruptcy stares  them  In  the 
face,  these  hospitals  are 
beginning  to  lobby  for  extra 
fbnds  to  stay  in  business. 

In  addition,  thousands  of 
ambulance  drivers  which  the 
hospitals  are  finding  they 
can  not  afford -and  don’t 
actually  need -are  begin- 
ning to  press  the  govern- 
ment to  save  their  jobs. 

The  reform  introduces  the 
principle  of  choice  into  the 
system.  But  it  still  leaves  the 
onus  of  responsibility  for 
cutting  waste  with  the 
Patients  Funds  which  retain 
a monopoly  role  in  negotia- 
tions on  fees  with  the  pro- 
viders of  health  care.  Indeed, 
all  Poles  are  bound  to  join 
the  Funds  if  they  want  to 
participate  in  the  system. 

Mr  Balicki  argues  that 
another  weakness  of  the 
reform  is  that  it  foils  to 
clearly  outline  the  basic  con- 
tours of  the  health  system 
once  the  presort  programme 
of  changes  has  been  com- 
pleted. 


PENSIONS  REFORM 


Fund  managers  jostle  for  position 


Changes  should  increase  the  rate  of 

savings  in  the  economy  and  provide  funds 
for  investment 


The  talk  this  spring  seems  to 
be  of  fittie  else  but  pennons 
as  Poland's  reform  moves 
into  top.  gear  with  private 
fund  managers,  spending 
small  fortunes  on  radio,  TV 
and  outdoor  advertising  to 
capture  clients  they  hope  to 
keep  for  life. 

One  recent  Sunday,  people 
out  for  a morning  stroll  in 
Warsaw’s  - castle  square 
found  Winterthur,  the  Swiss 
insurer,:  camped  out  under  a 
bright  yellow  tout,  its  sales 
people  happy  to  hand  out 
leaflets  to  -the  accompani- 
mesfrof  loud  pop.  music. 

Meanwhile,  Bank  Han- 
dlowy and  the  giant  FKO  BP 
savings  bank,  who  form 
anchor  fund,  held  an  open 
weekend  hoping  to  lure  cli- 

- arts  to  their  scheme. 

T^counnotioit  is  part  of  a. 
fer-reaciting  systemic  chang© 
whfcjh  should  Increase  the 
tote;  of  savings  in  the  econ- 
omy and  provide  much- 
oeeded  fonds  for  investment. 

win  at  the  same  time 
tose  the  burden  of  pension 


payments  on  employers  and 
markedly  reduce  the  role  of 
the  state  in  the  economy.  • 

Under  the  new  plan,  mod- 
elled on  schemes  pioneered 
in  Chile  in  the  late  1970s  and 
developed  throughout  Latin 
America  as  well  as  in  Asian 
emerging  markets  such  as 
Malaysia,  a share  of  Pwra 
national  insurance  contribu- 
tions will  from  now.  on  be 
banded  to  private  funds  for 
investment 

The  capital  minus  the 
funds’  fee.  which  oscillates 
at  around  a monthly  9 per 
cent,  will  be  returned  to  the 
clients  together Jtfithtbe 
investment  growth  when 

they  decide  to  retire- 

The  plan  retains  an  ele- 
ment of  the  old  system 
under  which  present  contrib- 
utors fund  the  pensions  of 

those  who  have  retired.  This 
mjjl  also  guarantee  a small 
state  old-age  pension  m 

^The"  under-aos  have  no 
choice  blit  to  pafticfeateln 
the  scheme-  They  will  from 


now  on  see  one-fifth  of  the 
old  pension  contribution,, 
amounting  to.  48  per  cent  of 
the  total  wage  bflL  go  to  the 
private  but  state^qpervised. 
■investment  fqhd'  erf  their 
choice.  , . 

The  scheme  is  optional  for 
those  aged  between  30  and 
50  and  dosed  to  the  over-SOs. 

As  many  as  23  fund  man- 
agers have  been  established 
and  big  names  such  as  Nat- 
ionals Nederlanden  of  the. 
Netherlands,  Commercial 
Uhion  of  the  UK  and  Citi- 
bank are  involve!  Already 
16  of  the  groups -have  state 
operating  hcencefi  / 

According  to  conservative 
estimates  between  6m  and 
8m  of  Poland’s  present  12m 
labour  force  will  be.  involved 
in  the  scheme  and  ;most 
funds  are  targeting  a market 
share  of  10  per  cent  in  their 
business  plans. 

This  should  start  to  give 
returns  after  five  ox.  six 
years  at  the  level  of  fees  the 
groups  have  been  forced  to 
quote  as  a result  of  fierce 
competition  for  clients. 

And  . that  suggests  .that 
about  10  foods  will  survive 
after  this  year's  melee  when 


those  Poles  who  have  to,  or 
want  to,  participate  in  the 
scheme,  choose  their  fund. 

The  funds  will  be  able  to 
invest  5 per  cent  of  their 
assets  abroad.  Also  under 
Polish  roles,  two-fifths  will 
be  invested  In  equities  while 
the  remainder  Is  invested  in 
government  and  private 
bonds. 

Stanislav?  Berkieta.  of  Citi- 
bank, which  is  partnering 
the  Warta  insurance  com- 
pany in  the  DOM  fund, 
thinks  the  flow  of  the  pen- 
sion related  funds  will  only 
begin  to  be  felt  next  year  by 
the  Warsaw  bourse. 

Before  that  happens  there 
are  severe  teething  troubles. 

The  state-run  Zaklad 
Ubezpieczen  Spolecznych, 
through  which  the  contribu- 
tions have  to  he  channelled, 
has  yet  to  come  up  with  pro- 
cedures and  a computer  sys- 
tem for  logging  the  clients 
the  various  funds  have  man- 
aged to  acquire. 

Only  when  that  happens 
will  the  funds  begin  to  -get 
their  share  of  contributions 
from  file  system  to  manage. 

By  all  accounts  it  could 
take  until  the  end  of  the 


summer  holidays  before  the 
money  begins  to  flow  back 
to  the  funds.  Tfotn  then,  they 
will  have  to  survive  an  their 
own  capital 

The  fact  that  a share  of 
the-  old,  pension  payments 
flow  wfU  from  now  on  he 
invested  and  not  paid  out  to 
existing  pensioners  but  to 
the  new  fond  managers  will 
produce  a hole  in  the  budget 

This  is  to  be  filled  from 
privatisation  revenues 
coming  from  the  sale  of 
banks  such  as  Pekao  SA  and 

the  country's  refineries. 

Now  that  the  reform  is 
under  way,  the  finance 
ministry  responsible  for  the 
budget  will  all  the  more 
urgently  demand  that 
disposals,  are  speeded. 
Drafting  • errors  in  the  , 
pension  legislation  produced 
a month-long  gap  in  the  ' 
contribution*  flow  earlier  j 
year.  ' ' I 

This  meant  that  the 
government  ran  up  almost  j 
half  of  its  annual  deficit  by  | 
the  end  of  February. 
Pressure  will  mount  all  the 
more  on  .-the  Treasury  to 
accelerate  its  sales 
programme. 


PftPlEROW 
ftRTOSCIOWYCH 
Warszawie  S.A. 


to  make  the  acquisition  of  eminent  has  still  to  play 
control  of  Pekao  the  key  to  three  important  bank  priva- 


tisation cards  - the  sale  of 
Bank  Zachodni,  a regional 
bank  in  Wroclaw,  due  later 
this  year,  and  of  PKO  BP. 
the  largest  bank  in  terms  of 
deposits,  and  Bank  Gospo- 
darki  Zywnosciowej,  the 
formers’  bank,  both  expected 
next  year. 

PKO  BPs  privatisation  is 
particularly  important 
because  under  communism 
It  was  the  main  retan  bank. 
It  still  boasts  nearly  40  per 
cent  of  all  deposits- 

But  with  more  than  1,000 
outlets,  40,000  staff  and  a 
loan  book  burdened  with  bad 
housing  loans  dating  back 
before  1990,  PKO  BP  requires 
rationalisation  before  it  can 
be  offered  to  investors. 

The  plans  for  further  pri- 
vatisation will  also  help  to 


Plans  ter  further  privatisation  w9  also  help  to  develop  the  Warsaw  stock  exchange 


develop  the  Warsaw  stock 
exchange,  which  needs  more 
new  large  issues  to  expand 
trading  volumes.  While  the 
exchange  maintains  its  repu- 
tation as  one  of  the  most 
transparent  in  eastern 
Europe,  members  want  to 
expand  their  business. 

The  market  was  boosted 
last  year  by  57  flotations 
which  took  the  total  to  201 
and  which  included  the  two 
largest  companies  by  capital- 
isation, Pekao  and  TP  SA, 
the  telecoms  utility. 

However,  with  the  govern- 
ment retaining  majority 
holdings  in  each  company  in 
order  to  sell  strategic  stakes 
to  industrial  investors,  the 


free  float  in  each  company  is 
much  less  than  the  overall 
market  value,  just  15  per 
cent  for  TP  SA. 

The  same  is  true  for  other 
privatisation,  issues,  notably 
banks,  where  controlling 
stakes  have  often  been 
acquired  by  foreign  institu- 
tions. Such  companies  may 
in  time  leave  the  exchange 
altogether,  as  happened  last 
year  with  Wedel,  the  leading 
Polish  chocolate  company 
which  was  delisted  when  its 
controlling  shareholder, 
Pepsico  of  the  US.  bought 
out  minority  shareholders 
then  split  the  business  and 
sold  it  to  Cadbury  Schwep- 
pes, the  British  confectioner. 


and  UB.  the  biscuit  maker. 

Future  privatisation  issues 
will  replace  the  companies 
which  have  departed.  Wies- 
law  Rozlucki,  the  stock 
exchange  chief  executive, 
says  that  he  hopes  this  year 
to  see  the  flotation  of  Plock 
Refinery,  the  biggest  petro- 
chemicals group.  Lot.  the 
airline,  PZU,  the  dominant 
insurer,  and  one  of  two  elec- 
tricity companies. 

However,  the  flow  of 
smaller  privately  owned 
companies  Is  likely  to  be 
smaller.  Mr  Rozlucki  expects 
about  30  issues  altogether. 
He  says:  “Investors  have 
become  much  more  cau- 
tious.” 


THE  MINISTER  OFTHE  STATE  TREASURY, 

WHOSE  SEAT  IS  IN  WARSAW,  ON  36  KRUCZA  STREET/ 6 WSPOLNA  STREET, 

ACTING  IN  THE  NAME  OFTHE  STATE  TREASURY  OFTHE  REPUBLIC  OF  POLAND, 

In  raanfence  with  Mtide  33.  danse  l.potm  3 of  the  Cotnmseolisaiioa  and  ftivauKKtao  of  Suit  Owned  Enterprises  Art 
dated  30  August  1996  (Journal  i»f  Laws  No.  118.  position  561  with  taler  intendments]  and  <vnh  the  Decree  of  the  Caancil  of 
Minister,  of  29  July  1997  oo  the  particular  methods  of  disposing  of  shares- belonging  to  the  Stale  Treasury,  the  ba.-A-  of 
Financing  the  sale  of  due**  and  forms  of  payment  for  those  skins  (Journal  of  Laws  No.  95,  position  578  with  later 
amendments) 

ANNOUNCES  AN  INVITATION  TO  NEGOTIATE 

for  the  acquisition  of  up  to  7,000,000  ordinary  hearer  shares  series  A I representing  approxmuiely  I5-21  of  the  share  capital) 
in  the  company  ORBS  SA.  (hereafter  referred  to  » The  Company”)  with  its  sea  m "Warsaw  on  16  Bracks  Street  Tire 
nominal  value  of  each  share  is  2 FLN. 

The  Company's  sham  are  pubhety  traded  and  quoted  oo  the  Warsaw  Stock  Exrfungr  ( Gieria  Papieruw  WenoAciawydi  w 
WhnzawieSA-L 

The  Stale  Treasury  currently  owns  26.197X110  series  A shares  ip  The  Company,  which  represent  approximately  56.85%  of 
The  Company's  share  capital. 

The  subject  of  the  hqptiarioos  win  be  in  particular  ihe  price  per  share  and  the  number  of  shares  in  which  the  responding 
entity  is  interested. 

Tire  invitation  to  negotiations  is  mined  at  entities  that  do  not  msfrttnke  activities  winch  are  competitive  with  those  of  The 
Company  ORB  IS  SA. 

Entities  interested  in  the  acquisition  ctf  shares  in  The  Company  will  he  able  to  collect  'Information  on  The  Company”  and 
the  "Procedure  for  Public  Invitation  to  Negotiations”,  from  6 April  to  23  Aped  1999  (except  Saturdays  and  Sundays), 
between  HMOand  15:00  Warsaw  time,  at  the  foOowinjt  addre-s: 

The  Ministry  of  the  Sate  Treasury 
ulica  Krucza  36  / WsjxHna  6,  (roam  532) 

00-322  Warsaw,  Poland  . 
id.  (+48  22)6958231 
Contact  person;  Mr  PnwetKgaiski 

Due  to  the  fact  that  tire  shares  in  The  Company  ORB  IS  SA.  are  publicly  traded,  the  document  "Information  on  The 
Company”  will  only  contain  mTtwnntian  which  is  already  in  the  public  domain. 

After  receiving  the  "Inf conation  on  The  Company’  together  with  the  "Procedure  for  Public  Invitation  to  Negotiations”, 
entities  interested  in  participating  in  negotiations  should  submit  their  initial  proposals  to  the  Ministry  of  the  Stare  Treasury 
(room  no.  5211  by  23  April  1999.  15:00  Warsaw  time,  on  the  basis  laid  out  in  the  "Procedure  for  Public  Invitauon  to 
Negotiations". 

Initial  proposals  will  he  understood  to  be  the  response  to  this  invitation  to  negotiations. 

By  10  May  1999,  the  Minister  of  the  Sate  Treasury  will  inform  (in  writing)  the  entities  who  have  submitted  initial  proposals 
on  the  assessment  of  their  responses. 

The  Mimaer  of  the  Stale  Treasury  reserve*  the  right  to: 

• change  the  "Procedure  lor  Public  invitation  to  Negotiations”  without  providing  reasons,  at  any  time  and  to  any  degree, 

including  extending  the  period  for  submission  of  initial  proposals; 

• withdraw  from  negotiations  many  time,  without  giving  reasons; 

• freely  select  those  entities  with  which  to  conduct  negotiations; 

• reject  initial  proposals  that  have  been  presented  without  providing  reasons; 

• request  further  mfonnarion  and  clarification  at  any  stage  in  the  process. 

AB  costs  related  a the  trseutioo  to  negotiate  and  participation  in  negotiations  on  ihe  acquisition  of  ihe  series  A shares  in  The 
Company  ORB  15  SA.  win  be  borae  by  the  participating  entities  which  arc  interested  in  acquiring  these  shares.  These  costs 
will  not  be  refunded  m any  instance,  either  by  the  Slate  Treasury,  represented  fey  the  Minister  of  the  Stair  Treasury, « by  Ihe 
advpcr  to  the  Minister  of  the  Stare  Treasury. 
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FOREIGN  PROPERTY  INVESTMENT  Retg„  Warsaw 

Prime  sites  at  a premium 
as  foreigners  move  m 
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As  office  rents  come 
price  of  land  in  some 
through  the  roof’ 

Poland's  retail  sector  is 
attracting  feverish  attention 
from  property  consultants  as 
French  and  German  hyper- 
market chains  scramble  for 
prime  sites  in  the  main  Pol- 
ish cities. 

This  is  in  contrast  to 
several  years  ago  when 
Warsaw  office  rental  prices 
were  at  London  and  Paris 
levels  and  office 
developments  were  aJJ  the 
rage. 

Now  rents  arc  slowly  but 
surely  coming  down,  making 
the  market  less  attractive.  In 
the  short  term  at  least.  Tor 
investors. 

In  the  retail  sector.  Sean 
Briggs,  of  Healey  and 
Baker’s  Warsaw  office,  reels 
off  the  names  of  the  chains 
bringing  hypermarkets  first 
into  the  main  centres  and 
now  into  cities  of  more  than 
200,000  inhabitants. 

These  include  Auchan. 
Carrefour.  Geant  from 
France,  Real  from  Germany, 
Tesco  from  Britain  and 
Ahold  from  the  Netherlands. 

“It  is  unbelievably 
competitive."  he  says,  citing 
the  problems  encountered  in 


down  in  Warsaw,  the 
rural  areas  is  'going 


putting  together  a site 
big  enough  for  a project. 

“With  Poland’s  fragmented 
farming  system,  you  have  to 
buy  plots  from  lots  of 
owners  and  getting  sites 
near  the  edge  of  towns  is 
still  difficult."  he  says. 

“Also,  land  prices  have 
gone  through  the  roof.  It  is 
quite  crazy.” 

The  sheer  cost  of  land  is 
bolding  back  another 
development.  Mr  Briggs 
says.  This  is  out-of-town 
retail  warehousing,  where 
“the  companies  are  looking 
but  land  is  too  expensive  for 
projects  to  be  viable”. 

Even  as  retail  projects  are 
reaching  further  and  further 
out  into  the  Polish  provinces 
so  are  distribution  centres. 

AIG-Lincoln,  an  alliance 
between  a US  property 
developer  and  a US 
insurance  company,  has 
decided  that  Lodz,  Poland's 
largest  city  with  a strong 
industrial  tradition,  is  a key 
location  and  is  building  the 
Diamond  Business  Park,  a 
$20m  industrial  warehousing 
project,  there. 

“We  saw  that  Lodz  is  in 


the  centre  of  the  country  at 
the  crossroads  of  two 
planned  north-south  and 
east-west  highways,”  says 
Brian  Patterson,  of 
AIG-Lincoln. 

“We  finish  our  10,000  sq  m 
industrial  park  at  the  end  of 
April  and  interest  from 
potential  renters  is  high.” 

Manufacturers  are 
attracted  by  the  supply  of 
low-cost  qualified  labour 


Daewoo's  Warsaw 
Towers  is 
scheduled  to 
come  on  to 
the  market  this 
year 


which  is  available  because 
the  textile  industry  which 
was  once  the  source  of 
Lodz's  wealth  is  now 
running  down. 

“Also,  floor  space  in  the 
park  Is  considerably  cheaper 
than  in  Warsaw,  where  you 
simply  cannot  find  people  to 
man  machines,”  Mr 
Patterson  adds. 

Rhys  Jones,  at  DTZ,  is 


meanwhile  quietly  confident 
about  the  future  of  office 
developments,  in  Warsaw  at 
least. 

DT2’s  research  shows  that 
.top  quality  new  buD  dings  in 
the  city  centre  were 
commanding  rents  between 
$40  and  $45  in  1997  and  these 
have  fallen  to  between  $32 
and  $38  this  year.  Mr  Jones 
expects  this  price  to  hold 
next  year  as  well. 

“You  see  a two-tier  system 
developing,”  he  says.  Rents 
are  falling  more  steeply  In 
refurbished  or  poorly 
designed  high  rise  buildings. 
Here  DTZ  says  rents  are  at  a 
level  of  $25  to  $33  and  will 
fall  further  next  year  to  $23 
and  $30. 

Demand  In  Warsaw  for 
office  space  is  now  coming 
mainly  from  foreign 
companies  which  arrived  in 
the  country  three  to  four 
years  ago  and  are  now 
expanding  their  operations. 

At  present  the  stock  of 
office  space  in  the  city 
amounts  to  3m  sq  m,  of 
which  one-fifth  was  built 
after  1969. 

There  are  about  500.000  sq 
m under  construction  and 
the  area  of  office  space 
becoming  available  this  year 
Is  340,000  sq  m. 

This  includes  the  Warsaw 
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Financial  Centre,  which 
enjoys  a prime  location  and 
offers  49,000  sq  m of  lettable 
space. 

It  is  the  first  high-rise 
building  to  rival  the  stalinist 
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Palace  of  Culture  which  has 
hitherto  dominated  the  city’s 
skyline.  Daewoo’s  Warsaw 
Towers,  which  will  offer  just 
over  20,000  sq  m,  is  just  as 
high  and  is  scheduled  to 


come  on  to  the  market  this 
year. 

But  there  are  also  signs  of 
a shift  away  from  large 
projects  towards,  smaller 
buildings  which  house  the 


staff  of  just  one  or  two 
companies. 

“Companies  can  then  pot 
their  sign  on  the  building 
and  call  it  their  own,”  says 
Mr  Jones. 
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PRIVATISATION  by  Christopher  Bobinski 


Crucial  year  for  sell-offs  as  budget  deficit  mounts 

The  target  for  this  year’s  programme  of  disposals  is  7bn  zlotys.  The  money  is  urgently  needed  to  meet  a deficit  produced  by  the  pension  and  health  service  reforms 


Almost  a decade  after  the 
start  of  Poland's  free  market 
reforms,  the  country's  priva- 
tisation programme  faces  a 
crucial  year.  A raft  of 
planned  disposals  should  put 
some  of  the  country's  big- 
gest companies  including  TP 
SA,  the  listed  telecoms  oper- 
ator, and  the  huge  Plock  refi- 
nery into  private  ownership. 

However,  the  task  will  not 
be  easy  because  privatisa- 
tion continues  to  generate 
controversy  among  Poland's 
political  and  business  elites. 


But  this  is  not  the  case  for 
the  mass  of  the  population 
whose  earlier  fears  of  priva- 
tisation and  foreign  invest- 
ment have  receded  as  the 
private  sector  has  come 
increasingly  to  be  seen  as  a 
source  of  stable  jobs. 

This  year,  the  diminutive 
Emil  Wasacz.  treasury  min- 
ister and  a former  managing 
director  of  the  giant  Huta 
Katowice  steel  mill,  has  been 
told  to  raise  7bn  zlotys  from 
sales  of  state  assets  to  shore 
up  budget  revenues.  The 


money  is  urgently  needed  to 
fill  in  a deficit  produced  by 
pension  and  health  service 
reforms  introduced  at  the 
beginning  of  the  year. 

Drafting  errors  in  pension 
rules  which  slowed  the  flow 
of  payments  have  meant  the 
appearance  after  the  first 
two  months  of  an  alarming 
gap  in  the  budget.  Already 
just  under  two-thirds  of  the 
year's  planned  deficit  has 
been  reached  in  a develop- 
ment which  puts  additional 
pressure  on  Mr  Wasacz  to 


produce  results. 

Not  only  is  the  Treasury' 
under  pressure  from  the 
Finance  Ministry  to  produce 
results,  but  it  also  has  to 
manoeuvre  amid  the  inter- 
ests of  politicians  from  the 
governing  parties  who  are 
keen  to  press  their  favour- 
ites into  management  posi- 
tions in  remaining  state- 
owned  companies. 

Another  source  of  tension 
comes  from  the  right  wing  of 
the  Solidarity-led  AWS 
senior  coalition  partner 


Hunton  & Williams 


As  the  Polish  market  becomes  even  more  sophisticated, 
youll  be  glad  that  there  is  a law  firm  with  a track 
record  of  experience  that  you  can  trust  to  guide 
you.  Our  recent  successes  include: 


Telekomunikacja  Polska  S.A. 

• $930  million  initial  public  offering,  including 
the  listing  of  Global  Depositary  Receipts 
on  the  London  Stock  Exchange 

• $250  million  syndicated  loan 

• $1  billion  bond  issue 

Kafon  Group  pic 

• $84  million  tender  offer  for  Polifarb  Cieszyn-Wroclaw  S.A. 

Pfleiderer  AG 

• $9  million  tender  offer  for  Zaklady  Plyt  Wiorowych 
S.A.  w Grajewie 

Smithfield  Foods,  Inc. 

• Tender  offer  for  Animex  S.A. 


Hunton  & Williams 
Poland  Sp.  z o.o. 

ul  Bagatela  14}  Vp;+  00-585  Warsaw  Poland 
Phone:  (48-22)  690  61  00  ♦ Fax:  (48-22)  621 8394  ♦ Internet:  wwwJmnton.com 

Warsaw  * London  ♦ Brussels  • Hong  Kong  ♦ Bangkok  ♦ New  York  ♦ Washington 
Atlanta  ♦ Miami  ♦ Fairfax  ♦ Knoxville  * Norfolk  • Charlotte  ♦ Raleigh  ♦ Richmond 


which  continues  to  argue 
that  state  assets  should  be 
banded  out  to  the  population 
at  large  in  compensation  for 
the  privation  of  the  commu- 
nist period.  The  right  wing 
also  opposes  sales  of  assets 
to  foreigners  and  routinely 
criticises  the  Treasury  for 
selling  state-owned  compa- 
nies too  cheaply. 

Mr  Wasacz  appears  most 
concerned  to  answer  critics 
on  the  free  market  wing  of 
his  governing  coalition  who 
say  the  pace  of  privatisation 
slowed  last  year.  He  argues 
that  revenues  of  7bn  zlotys 
were  higher  than  planned. 
The  value  of  sales  and  not 
the  number  of  transactions 
is  the  key  figure,  the  minis- 
ter stress®.  This  year,  how- 
ever, both  factors  will  count. 

According  to  Jakob  Stott, 
head  of  investment  banking 
for  emerging  markets  at  JP 
Morgan,  Poland's  sell-offs 
list  far  this  year  should  raise 
about  S7bn.  This  figure  is 
largely  made  up  of  an  ambi- 
tious $3-5bn-$4b n which  the 
investment  bank  has  pen- 
cilled in  as  the  proceeds 
from  the  sale  of  a 25-35  per 
cent  stake  in  TP  SA.  JP  Mor- 
gan is  bidding  to  act  as  the 
lead  adviser  to  the  govern- 
ment against  competition 


from  Merrill  Lynch  and 
Schroders.  In  contrast,  the 
more  cautious  Mr  Wasacz 
has  suggested  the  sale  will 
raise  Sl.Sbn. 

Secondly,  about  SI  bn  is 
expected  to  be  raised  by  the 
sale  of  a 52  per  cent  stake  in 
Pekao  SA,  the  commercial 
bank  listed  last  year  which 
controls  about  20  per  cent  of 
Poland's  banking  system. 
Citigroup  and  Unicredito  of 
Italy  backed  by  Germany's 
Allianz  insurer  have  been 
shortlisted  in  a controversial 
disposal  where  the  local 
Bank  Handlowy  was 
excluded  a priori  from  the 
bidding  on  the  grounds  that 
it  would  be  unable  to  pro- 
vide the  expertise  that  a for- 
eign bank  will  furnish. 

There  is  also  fierce  compe- 
tition for  a controlling  stake 
In  the  Bank  Zachodni.  a pro- 
vincial commercial  bank  and 
the  last  of  the  nine  regional 
banks  hived  off  from  the 
National  Bank  in  1988  still  in 
state  hands.  A bid  from 
Soti£t6  Generate  of  Fiance 
has  the  hacking  of  the 
French  authorities  which  are 
putting  pressure  on  the 
Poles  to  facilitate  the  entry 
of  a French  bank.  At  the 
same  time,  Allied  Irish 
Banks  (AIB)  and  a brace  of 


local  banks  are  set  to  bid  in 
a race  to  obtain  access  to  a 
retail  network  and  deposits. 

Also  in  the  finanrial  sec- 
tor, the  government  recently 
decided  it  would  sell  30  per 
cent  of  PZU.  the  state-owned 
insurer,  to  a strategic  inves- 
tor. PZU  holds  about  60  per 
cent  of  market  share  but  is 
direly  in  need  of  about  $50m 
worth  of  capital  and  foreign 
expertise  to  streamline 
operations.  Some  of  Europe’s 
largest  insurers  such  as  Alli- 
anz and  Axa  are  thought  to 
be  planning  bids  for  the 
stake.  Later,  the  government 
says,  it  wants  to  float  the 
remaining  equity  on  the 
stock  exchange. 

The  financial  sector  sales 
are  being  handled  by  the 
feisty  Alicja  Kornasiewicz. 
deputy  treasury  minister, 
who  returned  to  Poland  to 
the  post  after  a spell  with 
the  European  Bank  for 
Reconstruction  and  Develop- 
ment Ms  Kornasiewicz.  who 
says  she  feels  at  home  with  a 
balance  sheet,  will  also  han- 
dle the  privatisation  of  the 
ailing  arms  industry. 
Defence  contractors  who 
want  to  sell  equipment 
to  Poland  as  a fledgling  Nato 
member  will  have  to 
place  orders  with  local 


AGRICULTURE  by  Christopher  Bobinski 


Collapse  in  prices  prompts 
series  of  militant  protests 

Poland's  future  as  an  agricultural  producer  will  lie  within  the  CAP.  But  for  the  moment 
there  is  a chronic  shortage  of  local  funds  needed  to  allow  the  sector  to  restructure 


Poland's  farmers  are  up  in 
arms  after  a fall  in  sales  to 
Russia  and  a collapse  in 
agricultural  prices.  Demon- 
strations by  thousands  of 
farmers  are  almost  a regular 
occurrence  in  Warsaw,  the 
Polish  capital.  Last  Febru- 
ary. week-long  blockades  of 
key  roads  by  farmers'  pick- 
ets plagued  motorists  and 
truck  drivers. 

The  new-found  militancy 
has  brought  Andrzej  Lepper. 
a populist  who  appreciates 
the  role  of  the  media  in  get- 
ting his  message  across,  to 
prominence.  Mr  Lepper,  a 
successful  farmer  who  came 
to  politics  in  the  early  1990s 
when  he  found  he  could  not 
keep  up  his  debt  repay- 
ments. is  riding  on  a wave  of 
fear  In  the  rural  community 
about  its  future. 

“We  are  going  to  be  wiped 
out,”  says  Jan  Kuchta,  a 
fanner  with  3Qha  of  arable 
and  woodland  in  the  hamlet 
of  Kruczy  Borek.  60  km  north 
of  Warsaw.  Mr  Kuchta  is 
near  retirement  age  and  has 
children  who  will  secure  his 
future,  but  the  sentiment  is 
typical  of  a social  group 
which  is  convinced  that  its 
way  of  life  Is  coming  to  an 
end. 

Significantly,  the  present 
protests  are  not  being  led  by 
those  whose  farms  are  too 
small  to  support  them  and 
their  families.  Already,  these 
households  are  living  off 
pensions  and  Incomes  from 


Fanners  Mock  a road  in  luma,  near  Poznan 


regular  or  occasional  jobs  in 
the  towns.  Rather  the 
momentum  is  coming  from 
those  farmers  who  in  the 
past  few  years  decided  to 
expand  their  holdings,  take 
loans  and  modernise.  It  is 
they  who  have  been  most  hit 
by  the  recent  fall  in  prices. 

Polish  farming  has  under- 
gone significant  restructur- 
ing in  the  past  10  years.  In 
1988  as  much  as  12  per  cent 
of  gross  domestic  product 
was  accounted  for  by  farm 
output.  That  figure  had 
fallen  to  65  per  cent  in  1998. 
However,  about  38  per  cent 
of  Poland’s  popula- 
tion - ILfim  people  - live  in 
the  countryside.  And  while 
there  are  2,im  farms,  on 
only  half  of  these  do  the 
owners  sell  food  items  they 


have  produced  themselves. 
Fanning  is  the  main  source 
of  income  on  only  about 

500.000  farms  but  it  is  these 
farms  which  wifi  hold  the 
key  to  Poland's  future  as  an 
agricultural  producer. 

That  future  will  lie  within 
the  European  Union's  Com- 
mon Agricultural  Policy 
(CAP),  however  that  evolves. 
But  for  the  moment  there  is 
a chronic  shortage  of  local 
Funds  needed  to  allow  the 
sector  to  restructure. 

"Polish  farming  has  expe- 
rienced a 20  per  cent  Call  in 
production,  a 25  per  cent  cut 
in  demand  for  its  products 
and  a growth  in  employ- 
ment” Marian  Brzoska,  an 
official  at  the  government’s 
European  Integration  Unit 
(UKIEl  says  of  the  1990s.  He 


says  that  this  explains  why 
the  sector  has  been  unable - 
and  will  never  be  able  to 
raise  enough  capital  to 
finance  its  own  restructur- 
ing. To  make  things  worse, 
budget  funds  designed  to 
support  farming  have  been 
cut  by  15  per  cent  this  year. 

That  leaves  World  Bank 
loans  and  planned  pre-acces- 
sion funds  from  the  Euro- 
pean Union.  The  Brussels 
SAPARD  rural  development 
programme  should  provide 
Poland  with  about  €200m  a 
year  up  to  the  point  of  acces- 
sion. and  increased  funds 
from  the  CAP  after  that. 

At  the  moment,  Polish 
farmers  are  agitated  about 
the  EU.  They  see  it  as  a com- 
petitor which  uses  subsidies 
to  undercut  their  local  and 
foreign  markets  while  clos- 
ing itself  off  from  Polish  food 
exports.  However,  officials 
see  hope  for  Polish  farming 
even  la  the  reformed  CAP. 

“Why  am  l optimistic?” 
says  Mr  Brzoska.  “Because 
the  EU’s  fanners  have  bene- 
fited from  the  CAP  for  over 
thirty  years  and  there  is  no 
reason  why  Poland’s  fanners 
shouldn’t  benefit  from  It 
either. 

“Poland  may  get  less  fund- 
ing as  a result  of  member- 
ship than  EU  farmers  get 
now.  But  it  will  certainly  he 
more  than  the  amounts  they 
have  been  getting  this  past 
decade  in  the  form  of  state 
support,  ” he  says. 


arms  factories. 

Meanwhile,  Mr  Wasacz  is 
keeping  an  eye  on  the  sale  of . 
Poland’s  two  big  steel  mflig 
Sedzimtr  in  Krakow  and 
Huta  Katowice  in  the  indus- 
trial district  of  Silesia.  Voest 
Alpine  and  Hoogovens  are 
stm  interested  in  the  former, 
and  British  Steel  in  the  lat- 
ter. and  Thyssen  wants  to 
take  both.  The  chances  are 
that  a deal  will  be  struck 
some  time  next  year  as 
Poland  comes  under  sus- 
tained pressure  from  the 
European  Union  to  privatise 
the  industry. 

At  the  same  time,  the  min-  . ._ 
istry  is  also  hoping  to  dis- 
pose of  the  Plock  refinery 
which  handles  80  per  cent  of 
Poland's  crude  oil  consump- 
tion. This  sale  is  planned 
through  the  stock  exchange, 
in  an  attempt  to  create- a 
national  champion,  on  the 
advice  of  Kleinwort  Benson. 
Among  other  planned  deals  • 
in  the  energy  sector  is  the 
Patnow  Adamow  Konin 
(PAK1  lignite  coal-fuelled..  0 
power  complex  where  Elek-  . 
trim,  the  listed  telecommuni- 
cations and  power  equip- 
ment conglomerate,  working 
with  California  Energy,  is  ■ 
favoured  to  become  the  stra- 
tegic investor.  . - 
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